of service. Board members believed the attribution period shonld include all employee service
periods for which a nontrivial incrementsl postretirement benefit i camed. The Board
recogmzed that consideration of those measurement assumptions in determining the fill
eligibility date would be mconsistent with how Statement 87 applies to certsin pension plans
with maximum credited service periods. Those sitnations are limited.

213, The Board conchided that it is willing to accept that inconsistency becanse considering all
years of service that provide an incremental benefit in determining an employee's full eligibility
date is both more understandable and more consistent with the accounting for other deferred
compensation contracts under Opinion 12, Consequently, the full cligibility date is deterrnined
by plan terms that provide incremental benefits for additional service, such as henefits based on
final pay or benefits that are indexed through an employee's active service period, unless those
incremental benefits are trivial. Determination of the full eligibility date is »ot affected by plan
terms that define when benefit payments commence or by an emptoyee's current dependency
status, (Paragraphs 397-408 itlustrate determination of the full eligibility date.)

224. Respondents to the Exposure Draft generally disagreed with ending the attribution period
at an employse's (] eligibiity date. Those respondents supported athibuting benefits to an
employee's full service period—ending with the expected retirement date—whether or not the
benefit formula defines the specific years of service to be rendered in exchange for the benefits,
Many respondents indicated that, irrespective of the terms of the plan, attributing benefite o
employees’ full service periods reflects the employer's intent, asserting that the postretirement
benefits promised to employees are substantislly independent of their compensation levels or
years of service. Other respondents indicated that atiribubing posiretirement Lemefits to an
employes's expected retirement date is more consistent with the attribution period for most

‘pension benefits.

225. In its redeliberation of the atiribution pericd, the Board observed the results of the field
test of the Exposure Draft. Those results suggested that, for many employers who elect delayed
recognition of the transition obligation, the difference in net periodic cost that results from
attributing the expected postretirement benefit cbligation te an employee's full elipibility date
rather than the employee's expected retivement date is tinimal  That is because, in those
situations, het periodic cost reflects the interplay of service cost, interest cost, and amortization
of an employer's transition obligation. If the expected postretirement benefit obligation is
attributed to an employee's full eligibility date, the transition obligation that is recognized on a
delayed basis in fiture periods is greater than if the benefit obligation is attributed over a longer
period. In addition, if the benefit obligation is attributed to an employee's filll eligibility date,
there is no service cost for filly eligible plan participants. As a result of those effects, and the
relative magnitude of interest cost, regardless of the attribution period, the net periedic cost for
most employers is not likely to be significantly affected by atributing the expected
postretirement benefit obligation over service to employees' full eligibility dates rather than over
service to employees’ expected retirement dates.
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226. The Board observes thai the terms of most pension plans resuit i attributing the pension
benefits to the years of service io an employee's expected retirement date. Because most pension
plans provide en incremental benefit for each year of service, the full eligibility date and
retirement date are the same. Recent surveys suggest a trend among cmployers to amend their
postretirement benefit plans to define the amount of benefits employees will receive based on the
tength of their service, similar to most pension plans. I that trend continues, the full eligibility
date for many or most postretirtement benefit plans slso may be the employee’s retirement date.

227. For postretirement benefit plans that are not pay-relaied or otherwise ndexed during an
employee's service period (most existing postretirement health care plang), attributing the
benefits to an employec’s full eligibility date is consistent with the attribution period for pension
henefits; what may make the periods appear to be different iz different plan terms that define
when the benefits are earned. For postretirement benefit plans that arc pay-related or that
otherwise index benefits during employees' service periods to their retirement date, the full
eligibility date and retirement date generally will be the same. The attribution period for those
bemefits will differ from the attribution period for a similarly defined pension benefit with a
capped! credited service period. (Refer to discussion in paragraphs 222 and 223.)

228, Ending the attribution period at an employee's full eligibility date is consistent with the
plan terms, which, in the Board's view, provide the best evidence of the exchange transaction.
The accounting for @m exchange transaction should reflect the understanding of both parties to
the transaction. If an employer were to change the eligibility requirements for postretirement
benefits fiom 10 years of service and attainment of age 55 while in service to a requirement of
15 years of service and atiminment of age 62 while in service, that would be a fundamentally
different promise with an economic consequence for the employer and at least some employees.
The Board believes it wonld not be representationally faithfil to ignore the difference between
those promises in determining the attribution period.

229. The Board considered attributing benefits beyond the full eligibility date in some, but not
all, cases. Several criteia were considered in defining the conditions under which that should
occur, such as whether eligibility for benefits is attained pradually or all at once, whether the
benefit formula unambiguously defines the specific years of service to be rendered, whether a
gpecific aze must be attained while in service, and whether retirement from the company ie
required.

230. The Board considered an approach that would reguire atiribution of benefits beyond 2 plan
participants fll eligibility date to the participant's expected retirement date if all eligible plan
participants receive the sume benefit and if eligibility for the benefits is attained all al once npon
altaining = specified age while in service, upon rendering a specified number of years of service,
or & combination of both. However, the Board rejected that approach because it was troubled by
the arbitrary nature of the resulting attribution period. For example, if a plan provides 60 percent
of the cost of postretirernent heolth care benefit coverage to all employees who render 25 or
mote years of service, that approach would require attribuion over 2 30-year period for an
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employee expected to retire after 30 years of service. However, if a plan provides 40 percent of
the cost of postretirement health care benefit coveruge to all employees who render 20 years of
service and an additional benefit of 4 percent for service n each of the following 5 years, the
expected postretirement benefit obligation for an employee expected to render 30 years of
service would be attributed to that employee's first 25 years of service. The sccounting would
attribute the benefits over different periods even though, in both caces, the benefit promise would
be vested after 25 years of service and service beyond 25 years would not result in an
incremental benefit.

231. The Board also considered an approach that would requare attribution of benefits beyond
the full eligibility datc for those benefits if a plan's benefit formula docs not nnambiguously
define the specific period of service to be rendered in exchange for the benefits. The Board
rejected that condition because of the inconsistent results that would oceur. For example, if one
plan provides 75 percent of the cost of postretirement health care coverage lo employees who
render 30 years of service and a different plan provides the same benefite to employees who
attain age 55 while in service and render at least 10 years of scrvice, benefits would be attributed
beyond the full eligibility date in the latter case but not the former. For an employee hired at age
25 who is expected to render 40 years of service, the benefits under the first plan would be
abiribited o the employes's first 30 years of service and the benefits under the second plan
wonld be atiributed to the employeds fall service period, even though the same benefit is earned
upon meeting the age and service conditions of the respective plans.

232. The Board also considered an approach that wounld require attribution of benefits beyond
the full cligibility date if a plan's benefit formuta requires attaining a specified age while in
service. In that casc, the credited service period is not unambiguously defined. The Board noted
that the approach creates anomalies and rejected it as aritmry for the reasons disenssed in
paragraphs 230 and 231.

233. The Board also considered an approach that would require attribution of benefits beyond
the full eligibility date if an employee must meet the employer's eriteria for reticement before
termination in order to receive the benefits. ¥ Under that approach, the benefit promise is
viewed as an exchange for service over an employee's career, and retirement is viewed as the
recognizable event. The Board rejected that approach for several reasons, While meeting the
employer's criteria for retirement may define when postretirement benefit coverage is expected
to commengee, the act of retirement in and of itsclf does not reflect the exchange that takes place
between the employer and an employee. Tt is the required employee service that is exchanged
for postretirement benefits. In addition, an approach that attritites benefits beyond the fill
eligibility date based on the act of retirement would be inconsistent with accruing ather deferred
coimpensation contracts, including pensions, to the full eligibility date.

234, The need to be "retired” in order to receive benefits is not unique to other postretirement
beniefit plans. At the full eligibility date the employee hus completed the comiractual
requirements for eligibility for all the postretirement benefits that emplayee is expected to
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receive and can terminate with entitlement to those benefits when a specified event occurs or the
need for those benefits arises. An objective of accounting for deferred compensation contracts is
to measure the accrued liability defined by the contract as reliably as possible and, therefore, to
recogmize cost over the periods in which the benefits are earned and the exchange takes place.
Although for some contracts it may not be possible to determine the portion of the expected
future henefits eammed by mm employes hefore that emplovee attaing filll eligibility for the
benefits, no uncertainty remaing at the full eligibility date. The total expected postretitement
benefits have been earned at that date.

235, Atiribution of postretirement benefits beyond he dale full eligibility for the benefits is
attained would suggest that there is a difference between " fully vested” pension benefits and "full
eligibility” for other postretirement benefits. At the full eligibility date, the right to the benefits
is not contingent upon rendering futnre service. Both vesting in pension benefits and attaining
full eligibility for postretirement benefits are rights that are "earncd” (exchanged) for meeting
specified age, service, or age and service requirements. In both cases, an employee is not
enfitled to receive the benefits until after the employer-employee relationship is terminated. The
Board saw 1o significant distinction between the two.

236. Paragraph 42(a) of Statement 87 states that "for benefite of a type includable in vested
benefits? [the benefits shatl be considered to accumulate] in proportion to the ratio of the
number of completed vears of service to the number that will have been completed wher the
bengfit is first fully vested" (emphasis added). Footnote 9 of Statement 87 describes a
supplemental early retirement benefit that is vested after a stated number of years as an example
of a benefit of a type includable in vested benefits. Parsgraph 42(b) of Statement 87 states that
"for benefits of a type not includable in vested benefits, 19 [the benefits shall be considered
to aceumulate] m proportion to the ralio of completed years of service to total projected years of
scrvice.” Footnote 10 of Statement 87 describes a death or disability benefit [hat is payable only
if death or disability ocows during active service a8 an example of a benefit of a type nor
includable in vested benefits. Most postretirement benefits are of a type includable in vested
benefits,

237. The Board was unable to identify any approach that would, in its opinion, appropnately
attribute benefits beyond the date full eligibility for thoze benefits is attained. Accordingly, the
Board concluded that postretirement benefits should not be attributed to service beyond the date
an employee attaing full eligibility for those benefite. The Board also concluded that if the
benefit formula defines the beginneng of the credited service penind, benefits generally should be
attributed from that date. If the beginming of the credited service period is not defined, the
beginning of the credited service period is deemed to be the date of hire, and benefits should be
attributed from that date.

238. Some Board members disagree with ending the attribution period at the fiall eligibility date
as defined in this Statement. They support attributing the expected postretirement benefit
obligation from an employse's date of hire (or beginning of the credited service period, if later)

Copyright € 1590, Rnencial Accounting Standards Board Mot for rediatribution

Pags 70




to the date beyond which the employee's additional service will not change (neither increase ner
decrease) the amount of benefils to which the employee will be entitled— usually the employee's
retirement date. That approsch would extend the attiibution peried to include any years of
employee service during which the employer concepinally incirs a negative serviee cost becanse
the employee, by electing fo continue service afler earning a vesled postretirement benefit, gives
back benefits that have been eatned (refer to paragraphs 240-242). This Statcment attributes the
expected postretirement benefit obligation, rather than the vested postretirement benefit
abligation, to years of credited service md assigns no service cost to the years of service beyond
the full eligitility date. Those Board members would attribute the expected postretirement
benefit obligation on a pro rata basis to a/f years of service that change the amount of benefits an
employee is entitled to receive, inckiding those years in the giveback period.

239, Those Doard members recognize that, depending on a plan's terms, an employee's full
eligibility date may be the same as the employee’s retirement date. In those instances there is no
period diring which the employer conceptually incurs a negative service cost. But for many
existing plans, an employec's full eligibility date and retirement date differ. Those Board
members are concerned with those latter plans. They observe that many existing plans provide
benefits to emplayees "ipon retirement” or "npon retiring from the company* without defining
the specific yesrs of service to be rendered in exchange for the benefits. Those Board members
believe that, for those plans, ending the attribution period at the expected retirement date more
appropriately refiects the understanding that postretirement benefits are exchanged for aff years
of employee service. Those Board members believe that atiributing benefits to the date beyond
which an employee's service will not change the amount of benefits to be received by the
employee is a preferable, practical, and understandable approach to attributing the expected
postretirement benefit obligation to years of service.

Amount attributed

240. Emplicit in the Board's conclusion is the view that at the full eligibility date the employer
has a measurable obligation to provide benefits in the firture. The Board considered whether
measurement of that obligation for a plen that provides benefits immediately after refirement
should be based on (8) benefite the employee is expested to reccive given the employed's
expecled relirement date (the expected postretirement benefit obligation) or (b) benefits the
employee would be eligible to receive were the employee to retire (terminate) immediately (a
vegted postretirement benefid obligation). Under the Jatier appreach, if the vested postretirement
henefit obligation for an employee were attributed to service to the fiill cligibility date and that
employee continued to render service rather than retire, @ negative service cost would be
recognized (for the reduction m lhe vested postretirement benefit obligation) during the
subsequent service period as the employee foregoes a portion of the benefits that had been
eamed at the full eligibility date. Under either approach the same obligation—the expected
postretirement benefit obligation—would be recognized at the employee's retirement date.

241. Atiributing the vested postretivernent benefit obligation to service to the full eligibility
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date is viewed as conceptually appropriate by some Board members, At that date, an obligation
exists to provide postretirement benefits; thal obligation is no longer contingent upon the
employee rendering future service. Those Board members believe it is inconsistent to measure
an obligation to which an employee is immediately eligible as the expected postretirement
benefit obligation, which considers that benefits commence after additional future service,
becanse no fature service is required. They believe that a measurement based on rendering
fulure service is not representationally faithful when a greater bencfit has been eamned that is niot
dependent upon the rendering of future service.

242. The ability fo satisfy the benefil obligation af less than the "vested” amount ig outside the
control of an employer. Further, to attribute benefits on the basis of the expected postretirement
benefit obligation anficipates an employee's election to remain in service and consequently give
back a benefit. Certmn Board members believe that, conceptually, that election should be
accounted for as it is made. In their view, recognifion of the vestsd postretirement benefit
obligation at the filll eligibility date and the subsequent giveback of benefits in the intervening
period until retitement better reflects the exchange thal has occurred. That is, the employer has
promised to provide a epecificd level of benefit coverage in exchange for a minimum period of
employee service or service to a specified attained age. During the service periad subsequent to
the full eligibility date, the economic benefit to the employee for continuing to work (and the
employer's compensation cost) is the excess of the amount the employee receives for working
aver the amount the employee would have received had the employee not continued to work.

243, Despite the conceptual support that some Board members believe exists for attributing the
vested postretirement benefit obligation over the service period to the full eligibility date, Board
members recognized the difficulty of conveying to preparers and usces of financial statements
the notion of a negative service cost for some employees. Therefore, the Board concluded that
the expecled postretirement benefit obligation, rather than the vested postretirement bemefit
obligation, should be attributed to service to the full eligibility date,

244, The Board acknowledges that attribution of the expected postretirement benefit obligation
to the full eligibility date may be viewed as being internally inconsistent because recognition and
measurcment are on different bases. Wherenss recognition is based on service to the full
eligibility date, measurement of the obligation considers service beyond that date becanse an
employer must consider when benefit payments are likely to commerice in order to measure the
expected postrefirement benefit obligation that is to be attributed to employees’ service periods,
The Board notes that although some fature events do not provide a basis for recogmtion of
elements of financial statements, they may affect the measnrement of recognized past events.
The Board concluded that, sbsenl a reconsideration of fundamental measuremsnt and recognition
concepts, atiribution of the expected postretirement benefit obligation, rather than the vested
postretirement benefit obligation, to the full eligibility date is preferable given the evolutionary
state of accounting for postretirement benefits,
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Atiribntion pattern

245. The Exposure Draft proposed attributing the expected postredirement benefit obligation o
employee service using the benefit formula. That is, if the benefit formula attbutes certain
benefits to individual years or groups of years of service in the credited service period, the
benefit formula generally would have been followed for attribution murposes. Otherwige, an
equal amount of the expected benefits would have been assigned to each year of service in the
attribution period. The Board believed then 2nd continues t6 believe that the benefit formula is
the most relevant basis for attributing benefits to years of service. However, it is particulatly
difficult to attribute benefits to years of service in accordance with the present terms of many
postretirement health care plans. Frequently, the plan terms are amliguous and quite difficult to
apply at interim dates. For example, a plan may define different benefits for different years of

service and have a separate age and service requirement that must be met to attain eligibitity for
any benefits,

246. Following a plan's benefit formula for attributing postretirement benefits to individual
years of service in the attribution period adds a degree of complexity that the Board concluded
was unnecessary. The Board believes that the primary objective of attdbution is to have fully
accrued the actunrial present value of the cost of the postretirement. benefils expected to be
provided to an employee purevant to the terms of the contract (the expected postretirement
benefit obligation) at the dale the empioyee altains full eligibility for those benefits: Although
following the benefit formula for sitribution purposes would be more representationally faithful
and consistent with Statement 87, the Board concluded that because postretirement benefite do
not typically vest at interim dates during an employee's service period in the sume marmer as
pension benefits, and because the terms of postretirement benefit plans genemlly are more
complex than the terms of pension plans, the obligation accrued at an inferim date is not as
relevant and reliable as the obligation accrued at the full eligibility date. Consequently, in order
to reduce complexity, the Board concluded thal the expecled postretirement benefit obligation
should be recognized by astigning an equal amount to each year of service in the attribution
period, uniess the plans benefit foonula attributes a disproportionate share of the expected
postretirement benefit obligation to employees' early years of service.

Tranciion

247, The issues of how and when the transition amount should be recognized are sensitive ones
ta employers who face, for the first time, the prospect of accruing the cost of postretirement
benefits exchanged for current service as well as accounting for the cost of thoee benefits
cxchanged for prior service. Unlike the effects of most other acconnfing changes, a trangition
obligation for postretirement benefits generally reflects, to some extent, the failure to accrne the
obligation in the earlier periods in which it arose rather than the effects of a change from one
accmal method of accounting to another.

248.  An employer changing from the cash basis of accounting, for postretirement benefits to the

Copyright © 1590, Financial Accounting Standecds Bomd Kot for redisiribution

Pags 72

acerual basiz required by this Statement has not recognized any of the cost of the benefits for
active plan participants and only some portion of the cost of the benefits for retired plan
participants—amounts that would have been tecognized ag the scrvice and interest cost
components of net periodic postretirement benefl cost in eurher periods. In addition, an
indeterminate portion of the transition obligation may represent unrecognized prior service cost
avising from a plm uotation or emendment, an unrecognized net gain or loss, or an
unrecognized obligation from a prior business combination.

249 Determining the portion of the transition obligation that represents unrecognized service
cost and interest cost of prior periods would require retroactively measuring the amount of
benefit obligation that would have been recognized for each prior perod by the employer had
this Statement always been applied. To do that, an employer would have to determine the
historical data and agsumptions about the economic environment that would have been made at
the date of plan adoption and at each subsequent measurement date. It is unlikely that the data
necessary to measnre the obligation at these dates exist, and it wonld be ciffiendt, if not
impossible, to develop assumptions that ignore the benefit of hindsight.

250, The Board concluded that transition s, to a significant extent, a practical maller, A major
objective of transition is to minimize implementation costs and to mitigate disruption to the
extent possible without unduly compromising the ability of financial statements to provide usetl
information. The Board also concluded that it would be confusing, complex, and inconsistent to
measire the transition obligation differently from other measurements in accounting for
postretirement benefits. The transition obligation is mensured as the unrecognized unfunded
accumulated postrefiremenl benefit obligation, which is hased on the portion of the expected
postrefirement benefit obligation affrilmted to each year of service rendered prior to a plan
participant's full eligibility date. That measurement is consistent with the attribution of benefits
to years of service, measurement of the effects of 2 plan imtiation that granis refroachive henefits
or a plan amendment, and the measurement of a postretirement benefit obligation assumed in a
business combination accounted for as a pirchase.

251. Changes from cash basis to acoral basis accounting are usually made retroactively. [fthe
components of the transition obligation {asset} could be separately determined, it would be
consistent with other provisions of this Statement to treat the unrecognized current service and
interest cost as the cumulative effect of an accounting change (that is, to immediately recognize
those components when this Statement ig first applicd), and retroactively remeasure prior
purchase business combinations for postreticement henefit obligatsons assumed but not
recognized. It also wonld be consistent to recognize at least some of the unrecognized prior
service cost and unvecognized gain or loss prospectively, based on the delayed recognition
afforded those components of postretirement benefit cost by this Statement. However, if the
cumulative effect of the accounting change were required to be estimated, the cost of doing so
conld be prohibitive and the results questionable for the reasons digcussed in paragraph 249,

252. Several alternatives to immediate recognition of the transition obligation or asset were
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considered. The Board believed that, conceptually, immediate recognition of the cumulative
effect of the acconnting change (as described in paragraph 251) would be most sppropriate. The
polential magnitude of the accumulated postretirement bemefit obligalion, particularly the
obligation for postretirement health care benefits, suggests that any omission of that obligation
would defract ffom the usefulness of the statement of financial position. However, the Board
recognized that the magnitude of that obligutiom and the limited availability of historical date on
which to base its measurement suggest the need for a more pragmafic approach. Those
considerations led the Board to conclude in the Exposure Draft that the imtial emphasis of this
Statement should be on discloswre of the transition obligation and that the subsequent
recognition of that amount in the statement of financial position and in the statement of income
should be phased in over fiture periods.

253, Respondents generally favored a transition period longer than the 15-yeur period proposed
in the Exposure Drafl. Some mmntained that the magnitnde of employers' transition obligntions
argues for a longer transition period to minimize distuption of current practice. Others noted that
a longer transition period would better reflect the average remaining service period of the
employee work force that will be entitled to the benefits. Because most existing plans do ot
give employees postretirement health care benefits unless they meet the company's criteria for
retirement with an immediate pension benefit, the remaining service periods of participants in a
postretirement health care plan is typically longer than the remaining service periods of
participants in a pension plan. Employces who are eligible for postretirement health care
benefits mre generally only long-service cmployees, while employees are often entifled to a
deferred vested pension benefit if they terminate at younger ages with shorter service periods.
For a majority of the companies that participated in the field tesi of the Exposure Draft, the
_average Temaining service penod of the active participants in their postretirement benefit plans
wag between 18 years and 21 years;, previous surveys of employers' pension plans indicated an
average remaining service period of those plan participants that is several years shorter.

254. The Board concluded that employers whosee plan participants’ average remaining years of
service is less than 20 years conld elect to recognize their fransition obligation or asset over 20
years, reflecting the average remaining service petiods for participants in many other empleyers'
postretirement benefit plans. However, the Board also concluded that phasing in recognition ¢fa
transition obligation should not result in slower recognition of an employer's postretirement
benefit obligation than would result from continuation of the pay-as-you-go (cash basis) method.
The Exposure Draft proposed that amortization of the transition obligation be accelerated if {a)
cumulative benefit payments subsequent to the transition date to fully eligible plan participants
at the iransition date exceeded the sum of (1) the cumulative amortization of the entire transition
obligation and (2) the cumulative interest on the unpaid transition obligation or (b) cumulative
benefit payments subsequent to the transition date to all plan participants exceeded the
cumulative postretirement benefit cost accrued subsequent to the transition date. As a result of

- the complexity associated with applying the first of those constraints, the Board concluded that
recognition of the tranxition obligalion shouvld be accelerated only if the second constraimt
applies.
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255. Although respondente to the Exposure Draft supported delayed recognition of the
transition obligation as 4 practica! approach to transition, most of those respondents also favored
permitting {but not requiring) immediate recognition of the transition obligation or assel. They
noted that FASB Technical Bnlletin No. 87-1, Accounting for a Change in Method of Accotoiting
Jor Certain Postretirement Benefits, permitted immediate recognition of the transition obligation
in certain circumstances. They also noted that immediate recognition provides the simplest
method of recognition that would most significanfly improve financial reporting. Becanse a
significant portion of the transition obligation is likely to relate to service and interest costs for
prior peniods, they argued that the Board should permit. an employer to immediately recognize its
transition obligation for postretirament benefits.

256. The Board's consideration of permitting immediate recognifion of the transition obligation
or agset focused on whether financial reporting would be enhanced by limiting altemnatives,
recognizing that in doing s, 3 conceptuslly defensible, and in some ¢ases preferable, alternative
might be eliminated. Some Board members believe that immediate recognition of the transition
obligation ot asset should not be permitted. They believe that the vnderstandability and
comparabilily of financial reporting, both in the year of adoption and in subsequent periods,
wotlld be improved by uniformly phasing in recognition of the transition obligation or asset for
postretirement benefits for all employers. They also note that the actuarial techniques for
measuring postretirement Liealth care benefit obligations are still developing and should become
more sophisticated and reliable with time and experience. They observe that near-term measures
of the accumulated postretirement benefit obligation from which the transition obligation is
derived will reflect the deficienvies of insufficient data collecfion in the past and the evolving
actuarial practice in this area. They also nofe that subsequent adjustments to measures of the
accumulated postretirement benefit obligation will be recognized in income through the gain or
loss compoment of net periodic postretircment benefit cost.

257. Because an indeterminate portion of the transition obligation may relate to unrecognized
prior service cost, an unrecognized net gain or loss, or the effects of a pnior purchase business
combination, immediate recognition of the transition obligation in its entirety would result in
premature recognition of those amounts. Under the recognition provisions of this Statement,
those effects are properly recognized in the resuls of operations for subsequent pericds. Some
Board members were tronbled by that result. This Statement delays recognition of the effects of
plan improvements, because they are granted with the expectation that the employer will realize
econamic benefits m the fisture, and of plan reductions and permits the delayed recognition of
gains and losses. Opinion 16, as amended by this Statement, requires recognition of
postretirement benefit obligations sssumed in 2 purchase business combination in determining
the cost of the assets acquired, including goodwill related to the purchase, diat increase in the
cost of the assets acquired is recognized as a charge against operations in future periods.

258. The Board concluded that an employer's trmsition obligation or asset may be recognized
either on a delayed basis or immediately, subject to certain constraints. In reaching that
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conclusion, the Board recognized that complete compamability would not be achieved by
proscribing immediate recognition of the transition obligation. A few companics have already
adopted accrual accounting for postretirement benefits pursuant to Technical Bulletin 87-1 and
have immediately recognized their transition obligations. Others would have the opporlumity fo
do so before issuance of this Statement. Despite concerns about the availability and reliability of
data on which to base measurement of an employer's accumulated postretirement benefit
obligation, the Board believes that the delayed effective date of this Statement should provide for
further development of actuarial techniques and the accumulation of more reliable data on which
to base the measurements at the date of transitton. The Board concluded that employers should
not be precluded from recognizing iheir transition obligations in the manner that some believe
moet significantty improves financial reporting,.

259. The Board considered limiting the immediate recognition of the postretirement benefit
transition obligation to the amount in excess of any remaining unrecognized transition asset for
pensions becanse the fransition amounts result from similar standarde for similar costs. Some
Board members are concerned about the credibility of finencial statemerts if income from the
transition to one standerd is inctuded in income over time, while expense from the transition to a
related standard is recognized all at once. Others believe that becanse the two standards relate to
different subjects, credibility is not affected. The Board concluded that immediate recognition of
the tremsition obligation for posiretirement benefits should not be limited by any remaining
trangition asset for pensions. The Board observes that because transition is largely a practical
matter, consideration should be given to the facts and circumstances surrounding the issues
addressed by the standard. In the case of posiretirement benefits other then pensions, some
Board members believe that a change fiom cash basis to accrmal acconnting is & circumstance
sufficiently different from a change from one nccrual method to another to justify a unique
transiion provision. They also believe that the transition obligation for postretirement benefits
reflects service cost and interest cost attributable to prior perods to a much greater degree than
the transition obligation for pensions.

260. Immediate recognition of an employer's transition obligation or asset is permitted only at
the date of initial application of thie Statement The Board conclnded that lo permit immediate
recognition at any subsequent time would result in too mmch variability in financial reporting for
a long period of time. That option also would be inconsistent with some of the arguments in
favor of immediale recognition snd would introduce additional complexities in determining the
amount that could be subsequently recognized.

261. The effect of immediately recognizing a transition obligatdon or aseet and any related tm:
effect are to be reported separately in the statement of income 8s the effect of a change in
accounting. To more closely approximate the measure of the cumulative effect of the sccounting
change, the amount immediately recognized in income is required to exclude certain effects that
should, more appropriately, be reflected in determining future periods’ income. Thus, the
amount immediately recognized in income as the effect of the change in accounting is required
to exclude the effects of (a) any previously nnrecognized postretirement benefit obligation
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assumed in a business combination accounted for as a purchase, (b) a plan initiation, and (¢) any
plan arnendment that improved benefits, to the extent that those events occur after the ismiance
of this Statement,

262, The Board considered excluding from the amoint immediately recognized in income any
significant portion of the trnsition obligation attributable to obligations assumed in past
purchase business combinations or the effects of past plan initiations or amendments that
tmproved benefits, in order to more reliably measwe the effect of the accounting change,
However, the Board believes that the data on which those measurentents would be based for
those past events are generally not available amd wonld be costly, if not impossible, to develop.
Some Beard members believe that, at a minimum, the amounts related to any of those events that
are known or are readily available should be excluded from any {ransition obligation
immeidiately Tecognized in income. For primanly practical reasons, the Bosrd concluded that
only the constraints identified in paragraph 261 should be applied.

263. ‘The Board considered whether the effects of recognizing sn employer's transition
obligation or asset should be inchided in determining net income, as an adjustment of retained
earnings, or as a componenl of comprehensive income, but niot net income. Opimon 20 states
that most changes in accounting should be recognized by including the cumulative effect of the
change in accounting m net income of the period of change. The comection of an error and
certain changes in accounting principles identified in that Opinion are recognized by restating
prior periode, resulting in an adjustntent of beginning retained earnings for the current period.

264. Some respondents favored recognizing the transition cbligation (or asset) through a direct
charge (or credif) to retained earnings because the amount relates primarily to past periods.
However, recognition of the cumudlative effect of an accomnting change throngh income, as
specified in Opinion 20, is a well-established principte. In addition, implementation issues
would amise in recogmizing the future effects of changes in the measure of the accumulated
benetit obligation that is included in the transition obligation. One such issue would be how the
eflects of plan amendments that reduce benefits that existed at the transition date or the effects of
setflements or curtailments and gans from experience different from that assamed ghould be
reflected.

265. A few respondents supported a comprehensive imcome approach. Comeepfs Statement §
discusses comprehensive income as a broad measure of the effects of all changes in an
enterprise’s equity for & period, other than from transactions resulting from investments by or
distributions to owners. Eamings are described as a measure of performance for a period.
Following a compreherisive income approach would include the effects of changes in accounting
principles in comprehensive income but not in eamings. Respondents suggested establishing a
separate, permanent component of equity to report the effect of recognizing the fransition
obligation either immediately or on a delayed basis. The suggested approach differs from certain
existing sepamte components of equity (as described in FASB Statements No. 12, Accounting for
Marketable Securities, and No. 52, Foreign Currancy Tramsiation, and Statement 87), that
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ultimately are reflected in detenmining net income of subsequent periods, if not offset by other
events. The comprehensive income appreach suggested by respondents would require separate
Board consideration of how comprehensive income would be displayed, since Concepts
Statement 5 does not address that issve. That consideration i beyond the scope of this
Statement.

266, The Board concluded that, if an employer's transition obligation or asset is 1ecognized
immediately, the effect of that change in accounting shonld be recognized in a manner consistent
with recopnition of the effects of other changes in accounting. The Board believes that
recognition of the eflects of an accounting change through ineome is widely understood and
aceepted. To immediately recognize the effects of adopting this Statement in a different manner
would be inconsistent with how subsequent adjustments of the transition obligation are
recogmzed and wonld diminish the 1mderstandability and usefulnese of the financial statements.
Therefore, the Board comcluded that the effects of an employer's clection to immediately
recognize its transition obligation or asset for postretirement benefits should be reported as the
effect of an accounting change; emplayers that elect delayed recognition of the traneition
obligation or asset should report the recognition of that amamt as a component of net periodic
postretirement benefit cost, consistent with the manner of reporting the transition effects of
Statement 7.

267, The Board also concluded that for individval deferred compensation contracts, the effects
of a change in the measurement and recognition of an employer's obligation at the date the
change in accounting is adopted should be recognized in a manner consistent with the nature of
the henefit provided by the contract. Consequently, the effeet of the change in acconnting for
individua] contracts that provide postretirement health or other welfare benefits, measused at the
date of the change, is subject to the genera! transition provisions and effective dates of this
Statement {paragraphs 108-114). However, the effect of a change in accounting for other
individual deferred compensation contracts is to be recognized a5 the cumulative effect of a
change in accounting in accordance with Opinion 20, effective for figcal years beginming after
March 15, 1991, The Boeard believed that that delay in the effective date for those contracts
shonld provide sufficient time for communication of the amendment of Opinion 12 %o affected
employers.

Components of Net Perlodic Postretirement Renefit Cost

268. The Board concluded that an understanding of postretirement benefit accounting is
facilitated by separately considering the components of net periodic postretirement benefit cost.
Those components are service cost, interest cost, actual retum on plan assels, amortization of
wirecognized prior service cost, gain or loss recognition, and amortization of the transition
obligation or asset for employers who elect delayed recognition of the urrecognized oblipation
or asget existing at the date ofiinitial application of this Statement.

269. A plan with no plan assets, no plan amendments, no gains or losges, and no wtirecogrized
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transition amount would have two components of cost—service cost and interest cost.  As
employess work during the year in exchange for promised benefits, a service cost (¢compensation
cosl) acernes. Measurement of thal component is discussed in the section on measurement of
cost and obligations (paragraphs 166-246). Since the service cost component and the related
obligation are measured on a present value basis under this Statement, 2 second
component—irterest cost--glso must be acconnted for. Measurement of that component is
straightforward once the disconnt rates are determined; selection of appropriate discount rates is
discussed in paragraphs 186-193.

270. A third component of cost exists for a finded plan—the reass (or possibly loss) on plan
assets. That component ordinarily reduces net pediodic postretirement benefit cost. The interest
cost and retarn on plan assets components represent financial items rather than employee
compensation cost and arc affected by changes in the employer's financing arrangemenis. For
example, an employer can increase the rebirn on plan assets by making additional contribations
to a fund that is segregated and restricted for the payment of the posiretirement benefits. An
employer can decrease interest cost (and retirn on plan agsets) by nsmg plan assets to purchase
ronparticipating life insurance contracts to setile part of the accumulated postretirement benefit
obfigation of'a postretirement fifz insurance plan.

271. The fourth component of cost is the amorfization of wnrecognized prior service cosi,
which reflects the increase or decrease in compensation cost as a result of granting, improving,
or reducing postretiremet benefits atiribated, pursuant to this Statement, to periode priar to the
plan initiation or amendment. The amortization of wnrecognized prior service cost that results
from a plan initiation that grants retrosctive berefits will increase net penodic postretirement
benefit cost, amortization of prior service cost that results from a plan amendment will increase
or decrease the net periodic postretirement benefit cost depending on whether the amendment
inereases ot reduces (a negative plan amendment) benefits,

272. The fifth component of eost is the gam or loss compornent. That component either
decreases or increases postretirement benefit cost depending on whether the net unrecognized
amount is a gain or a loss, whether the actual return on plan assets for a particular period is less
than or greater than the expected return on plan assets, and whether an employer makes a
decision to temporarily deviate from the substantive plan. That component combines gaing and
losses of various types and therefore includes both compensation and financial itere that are not
readily separable.

Conclusions on Other Issnes—Single-Employer Defined Benefit Postretirement Plans

Fundamentals of Postrelirement Benefit Accounting

273. In applying accrual accounting to poatretirement benefits, this Statement accepts three
fundamenta) ideas that are common to pension aceounting: delayed recognition of certain
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events, reporting net cost, and offsetting liabilities and related assets. Those threc features of
practice have shaped financial reporting for pensions for many years even though they conflict in
some tespects with accounting principles applied elsewhere.

274, Delayed recognition means that certain changes in the obligation for posiretirement
benefits, including those changes that result from a plan initiation or amendment, and certain
chanpes in the value of plan assets set aside to meet that obligation are not recognized as they
occur. Rather, those changes are recognized systematically over future periods, All changes in
the ohligation and plan assets are vitimately recogmized unless they are first offset by future
changes. The changes that havé been quantified but not yet recognized in the employers
financiel statements as compenents of net periadic postretirement benefit cost and as a liability
or asset are disclosed.

275. Net cost means that the recognized consequences of events snd transactions that affect 2
postretirement benefit plan are reported as a single mmount in the emplover's finemcial
statements. T'hat net cost comprises at least three types of events or transactions that might
otherwise be reported separately. Those events or transactions—exchanging a promise of
deferred compensation in the form of postretirement benefits for employee service, the interest
cost arising from the passage of time unti] those benefits are ymid, and the returns from the
investment of plan assets—are disclosed separately ag components of net periodic postretirement
benefit cost.

276. Offefting means that the postretirement benefit obligation recognized in the employer's
statement of financial position is reported net of amounts contributed to a plan specificatiy for
the payment of that obligation and that the relurn on plan assets is offeet in the employer's
staternent of income against other components of net periodic postretiremenl. benefit cost. That
offsetting is reflected even though the obligation has not been settled, the investment of the plan
assels may be largely controlied by the employer, and substantial risks and rewards associated
with both the obligation and the plan assets are bome by the empioyer.

Recognition and Measuremnent of a Plan Initiation or Amendment

277. 'When a postretirement benefit plan is initiated or amended to increase benefite, credit may
be explicitly granted for employee service rendered prior to the date of the plan initiation or
amendment. However, a plan initiation or amendment may not explicitly grant prior serviee
credit. Thue it may be unclear whether an obligation for prior service arises for all or some of
the parficipants.

278. A plan initiation or amendment that provides benefits to cirrent retirees can only grant the
retirees credit for their prior service, since ne fiture service can be required for them to be
entitled to the new or amended benefits, Consequenlly, an obligation for pricr service anises to
* the extent a plan initiation or amendment provides new or fnereased benefits to current refirees.
- A similar assessment can be made for a plan initiation or amendment that provides benefite to

other plan participants who have rendered sufficient service to be fully eligible to receive the
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new or amended benefits. However, since some of those plan participants have not yet retired
and are expected to render additional fulure service, some respondents argued that a plan
imtiation or amendment affecting active plan participants fally eligible for benefits may be
viewed as prospective. That view acknowledges no obligation for prior service; any obligation
would erise as the employees render fitture service in exchange for the banetits. As applied to
active plan participants who are fully eligible for benefits, the laiter argument appeare to be
consistent only with the use of an attribution period that would end at an active plan parficipant's
retirement date, not with an attritution period ending at an active plan participant's fall efigibitity
date.

279, When new or amended benefits are granted to active plan participants who are not yet fully
eligible for benefits, the determination of whether those benefits are granted in exchange for past
or future service is unclear unless specified by the plan initiaion or amendment. Some
respondents argued that becawse eligibility for the new or amended benefits is contingeni on
rendering futnre service, the plan initistion or amendment ghould be viewed only as prospective.
Others argued that, consistent with the attribution approach that sllocstes an equal amount of
benefit to each year of service in the alinbmtion pedod and assuming the plan's benefit formula
does not specify the benefits eamed for specific years of service, the granting of new or amended
benefits should be viewed as partially retroactive, to the extent the benefits are attributable to
prior service periods, and partially prospective.

280. The Board noted that if a plan initiation or amendment does not explicitly state whether
the new or amended benefits are granted prospectively or retroactively, but affects retirees as
well as active plan participants, the plan could be viewed as implicitly granting prior service
credit to active plan participants expected to receive the new or amended benefite. Assigning
new or amended benefits to prior periods acknowledges that benefits are provided in exchange
for employee service over the total credited service period.

281. The Board considersd whether a plan initiation showld be given the same sccounting
treatment as a plan amendment. If a plan initiation is viewed as retroactive, presumably any
subsequent plan amendment also should be viewed as retroactive unless the plan specifically
ignores prior service in determining cligibility for the new or amended benefil. However, if a
plan initiation is viewed as prospective, one could view a subsequent amendment ta that plan
either as retroactive to the date of plan initiation or as prospective.

282 In considering whether plan initiations and amendments should be viewed similarly (that
is, both as retroactive or both as yrospective), the Board acknowledged the potential difficulty in
distinguishing between a plan initiation and plen amendment. For example, if an employer has a
health care plan for retirecs and decides to provide dental benefits to relirees, one can view the
action as =n smendment of the postretirement heaith care plan or as the initistion of a
postretirement dental cate plan. The Board also was concerned about accounting for other
amendments that might be viewed as plan initiations. For example, if a plan providing nominal
benefits was initiated on January 1 wnd then was amended a few months later to increase
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benefits, the amended plan could be viewed as the plan that was contemplated when initiated on
January 1. The Bowrd concluded that a plan initiation should be accounted for in a manner
similar to a plan amendment, unless the plan specifically provides benelits solely in exchange for
service after the date of the plan initiation or a future date.

283. The Board also considered whether the effects of a plan initiation or amendment on
retirees and other fully eligible plan participants should be viewed as retroactive and the effacts
on other active plan participants as prospective. In granting new or amended benefits to retircos
and other filly eligible plan participants, an employer is implicifly, if not explicitly, granting
credst for prior scrvice. However, for active plan parlicipants who have not yet attained fall
eligibility for those benefits, the new or amended benefits could be provided in exchange for
their remsining service to fulf eligibility for benefits. Some interested parties, particularly
conenling actuaries, advised the Board of the difficulties in messuring the service ocost
component of net periodic postretirement benefit cost and gains and losses if plan emendments
were viewed as prospective for some plan participants.

384. Under a prospective approach, the benefits granted at plan initiation and with each
subsequent amendment would need to be layered, raquiring « repricing of each layer at each
measurement date to determine service cost and gains or losses. That repricing could be
particularly difficult when the plan does not define the specific perods of service to be rendered
in exchange for the benefits and the benefits are defined in kind, rather than in terms of a fixed
value or amonnt of benefit. In addition to the concerns expressed with prospective treatment of'a
plan initiation or amendment that affects certain active plan parficipants, the Board noted that
negative plan amendments carmot logically be viewed as prospective for those plan participants.
Given those factors, and the decision to reduce complexity by atiributing the expected
postretirement benefit obligation ratably to employees’ years of service in the attribution period,
the Board conclnded that alt plan amendments should be viewed as retroactive for atl plan
participants. Similarly, plan initiations generally should be viewed as retrcactive unlese the plan
initiation specifically disregards prior service in determining eligibility for the new benefits.

Recognition of Prier Serice Cost

285. When a plan iz amended to increase bemefits or a plan is initiated and grants credit for
prier service, the accumulaled postrelirement benefit obligation, based on retroactive allocation
of benefits to service in prior years, is greater than before the plan initiation or amendment. Az a
result, the incremental oblipation created by a plan initiation or amendment is reflected
immediately as an increase in the accunmiated postretirement benefit obligation. Whether that
increase should be recognized (a) immediately as postretirement benefit cost for the year of the
plan initiation or amendment or (b) on a delayed basis as part of postretirement benefit cost for
future periods is arguable, particularly when the plan's terms attribute the increase to employees’
prior service.

286. Some Board members support immediate recognition of prior service cost as an expense,
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perticularly the portion related to existing refirees. Although some intangible econontic benefits
of a pian mitiation or amendment may be received in future periods from benefit improvements
for active plan participands, they believe that those intangible bemefits do not qualify for
recognition ag an asset. Therefore, they believe there is little basis for delaying recognition of
the underlying prior service cost to future periods. Other Board members believe that a plan
initiation or amendment is made with a view to benefiting the employer's fitture operations
through reduced emplovee turnover, improved productivity, or meduced demands for increases in
cash compensation.

287. Inits deliberations on Statement 87, the Board comcluded that it is reasonable to assums
that a plan amendment is the result of an economic decision and that a fisture economic benefit to
the employer exists when benefit increases are granfed to active plan participants and refirees.
They observed that amortizing lhe cost of acquiring a future economic benefit over fulire
periods is consistent with accounting practice in other areas. The Board alzo conclnded that a
requitement to charge the cost of a retroactive plan initiatton or amendment immediately to net
periodic pension cost would be an unacceplable change from prior practice. Accordingly, the
Board concluded that the increesc in the obligation resnlting from z pension plan initiation or
amendment should be recognized as a component of net periodic pension cost over a mumber of
future periods as the anticipated benefit to the employer is expected to be realized.

288. In considering postretirement benefits, the Board found no compelling reason to recogmze
the cost of a retroactive plan imtiation or amendment in a manner fundamentally ditferent from
that required by Statement 87. Thus, this Statement requires reeognizing an equal amount of the
prior gervice cost in each romaining year of service to the full eligibility date of cach plan
participant active at the date of the plan initiation or amendment who is not yet fully eligible for
benefits at that date. Other altematives provided under Statement 87 that recognize the prior
service cost more rapidly, sich as over the average remaining years of service to full eligibility
for benefits of the active plan participants, also are permitted.

289. The Board recognizes that treating any plan amendment as retroactive, even if the new or
amended benefits are provided solely in exchange for fiture service, results m a measure of the
accumnlated postretirement benefil obligation and of unrecognized prior service cost thal may
exceed the measure thai would resutt from following the plan terms. The effect of retroactive
treatment, however, is consistent with the pattern of ratably attributing the expected
postretirement benefit obligation to each year of service in the attribution period. The effects of
a higher measure of the accumulated postretirement benefit obligation and nnrecognized prior
service cost in some cases, as a result of treating prospective changes ms retroactive, are
comsequences that offset the benefits of the simpler methodology provided by a ratable
attribution pattern. However, delayed recognition of prior service cost mitigates those effects
and net periodic postretirement benefit cost is not expected to be significantly affected.
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Recognition of the Elfect of o Plan Amendment Thet Reduces Banefits (Negatlve Plan Amendmen()

290. A plan amendment may reduce rather than increase benefits attributed to prior service.
The Board conchided that, consistent with Statement 87, any decrement in the obligation for
hencfits atfributable fo pricr service should first reduce any existing unrecognized prior gervice
cost arising from the plan's inifiation or subsequent benefit increases. Further, the Board
conclueded that any remaining ef¥ects of a negative plan amendment should next redvce any
unrecognized transition obligation with any remaining credit generally recognized in a manner

consistent with prior service cost; that is, over remaining years of service to full eligibility for

benefits of the active plan participants. The Board conciuded that those constraints en

recognition of the effects of a negative plan amendment are necessary because the effcets of .

reducing a plan promise should not be recognized before the original promise, including the
unrecognized transition obligation, is recognized. Immediate recognitton of the effects of a
negative plan amendment also is precluded because future periods may be affected by an
employer's decision to reduce benefits provided under the plan.

Delayed Recognitlon of Gains and Losses

791, Gains and losses, sometimes called actuarial gains and losses, are changes in either the
accummlated postretirement benefit obligation or the fair value of plan assets ardsing from
changes in assumptions and from experience different from that incorporated in the assumptions.
For example, gains and losscs include the effects on measnrement of the accumulated
postretirement benefit obligation that result from changes in the assumed health care cost trend
rates for postretirement health care plans and actual retumns on plan assets greater than or less
than the expected rates of retum.

292, Some respondents expressed concern about the volatility of 8 messure of an unfunded
postretirement benefit obligution and the practica! effects of incorporating that volatility into
financial stafements. The Beard does not befieve that volaslity in financial statements s
necessarily undesirable, If a financial measure purports to represent a phenomenon that is
volatile, that measure must reflect the volatility or it will not be representationally faithful.

2¢3. The Board acknowledges that, in the case of the accurnilated postretirement benefit
obligation, reported volatility may not be entirely a faithful representation of changes in the
status of the obligation (the phenomenon represented). It also may reflect an unavoidable
inability to predict accurately the future events that are anticipated in making period-to-period
measurements. That may be particularly true for postretirement health care plans in light of the
current inexperience in measuring the accumulated postretirement benefit obligation for those
plans, The difference in periodic measures of the accumulated benefit cbligation for a
postretirement health care plan, and therefore the funded status of the plan, results parily from
the inability to predict accurately for a period, or over several periods, annual expected clams
costs, future trends in the cost of health care, tumnover rates, retirement dates, dependency status,
life expectancy, and other pertinent events. As a result, actual experience often differs
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significantly from what was estimated, which leads to changes in the estimates for future
measurements. Recognizing the effects of revisions in estimates in full in the period in which
they occur may produce financial statements thal pottray more volatility than iz inherent in the
employer's obligation.

294. The Board considered those views and concluded that, similar to employers’ accounting
for pensions, gains and losses should mot be required to be recognized immediately as a
componertt of net periodic postretiremment benefit cost. Accordingly, this Strlement provides for
delayed recognition of gains (losses) over firture periods to the extent they are not reduced by
subsequent losscs (gains). The effects of changes in the fair value of plan assets, including the
indirect effect of those changes on the return-on-asseis component of net periodic postretirernent
benefit cost, are recognized on A basts intended to reduce volatility. The method nsed was
developed in Statement 87. Both the extent of reduction in volatility and the mechanism adopted
to effect il are essentially practical decisions without conceptual basis. The Board believes that
the market-related value of plan assets used in this Statement as a device to reduce the volatility
of net periodie postretirement benefit cost is not as relevant as the fair value of those assets.

295, Unlike most pension plans, the retem on postretirement benefit plan assets may be subject
to income tax because of the lack of tax-exempt vehicles for funding those benefits. At present,
even if postretirement benefit plan assets are restricted and segregated within a trust, the income
generated by those assets generally is taxable. If the plen has taxable income, the aseessed tax
will reduce the returns available for payment of benefits ar reinvestment. The Board concluded
that when the trust or other entity holding the plan assets is taxed as a separate entity on the
return on pian assets {(as defined herein), the expected long-term rate of retun should be
determined by giving consideration to anticipated income taxes under enacted fax law.
However, if the tax on income generated by plan sssets iz not 8 liability of the plan, but of the
employer, the expected long-term rate of return should not anticipate a tax on those eammgs,
becmuse that tax will be reflected in the employer's accounting for income taxes.

296, The Board had several reasons for adopting the approach required in this Statement for
measuring and incorporating the retwrn on plan assets into net periodic postretirement benefit
coet. Fimt, it is the same a5 that nsed in Statement 87 and is similar, mechanically, to actuarial
practices intended to reflect the return on plan assets. As a result, it should be easier for those
familiar with pension accounting or actuarial practices to understand and apply. Second, the use
of explicit estimates of the return on plan assels avoids the use of discount rates, which are
primarily relevant for messuring the accumulated postretirement benefit obligation, as part of a
calculation related to the retarn on plan assets. Therefore, it reflects more clearly the Board's
basic conclusion that information about a deferred compensation plan is more inderstandable if
asset-related or financial features of the arrangement are distinguished from the liability-related
and compensation cost features.

297. If assumptions prove to be acourate cstimates of experience over a number of yeurs, gains
or logses in one year will be offset by losses or gains in subsequent periode. In that sitnation, all
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gaing and losses wonld be offset over time, and amortization of unrecognized gains and losses
would be unnecessary. The Board was concerned that the uncertrinties inherent in assumptions
could lead to gaing or losses that increase rather thin offset, and concluded that gains and losses
shonld not be ignored completely. Actual experience will determine the final net cost of a
postretirement benefit plan. The Boand concluded that some amortization, at least when the net
unrecognized gain of loss becomes significant, should be required.

298. Consistent with Statement 87, thiz Statement uzes a "corridor” approach as a mimmum
amortization approach. That approach allows a reasonable opportunity for gains and losses to
offset each other without affecting net periodic postretirement benefit cost. The Board also
noted that the corrider approach is similar in some respects to methods used by some to deal
with gains and losses on plan assets for funding purposes, The width of that corridor is related to
the market-related value of plan assets and the armount of the accumntated postretirement benefit
obligation because the gains and losses subject to amortization arc changes in those twa
amounts. The Exposure Draft proposed that a net gain or loss aqual to 10 percent of the greater
af those two amounts should not be required to be amortized (and thus included in net periodie
postretirement henefit cost). Thus, the width of the resnlting corndor wonld be 20 percent: (from
90 percent o 110 percent of the greater balance),

299 Respondents generally agreed with the proposal to shield from recognition gains and
losses falling within a defined cordor. However, many of the respondents supgested a wider
corridor.  They stated that they believe there will be greater volatility of measurement of
postretirement benefit obligations than of pension obligations. They suggested that that
consideration and the inability to find postretirement benefit plans {which they believed would
provide offsetting asset-related gains and losses) warrant a wider cornidor to further mitigate
potential swings in net postretirement benefit cost from one period to the next.

300. The effects of widening the corridor to 20 percent of the greater of the accummlated
postretirement benefit obligation or market-related valte of plan assets were tested in 8 number
of different scenarios. The reeults of that study showed that widening the comidor would have
litde effect on mitigating the volatility of net periodic postretirement benefit cost; the significant
factor in mitigating that volatility is the period over which unrecognized gains or losses in excess
of the corridor are recognized. The Board concleded that understandability and comparability
would be enhanced by retaining the approach followed for pension accounting.

301. (ains and logses also may be recognized immediately or on a delayed basis nsing any
systematic method of amortizing uvnrecognized gains and losses, yrovided the method is
consistently followed and that it does not result in less rapid recognition of guins and losses than
the minimum amortization discussed in paragraph 298. Amortization of anrecognized net gains
or losses is based on beginning-of-yenr balances. If an employer clects to recognize gaine and
losses immediately, the amount of any net gain in excess of a net loss previously recognized in
income shall first offéet any unrecogmized transition obligation, and the amonnt of any net loss in
excess of B net gain previonsly recognized in income shall first offeet any unrecognized
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iransition asset. That constraint was added because Board members believe that gains (losses)
should not be mecognized before the underlying unfunded ({overfunded) accurmulated
postretirement benefil obligation is recognized.

302, In some cases an employer may assume a benefit obligation for current and past benefit
payments that differs from the substance of the employer's commitment. For example, on the
basis of the mutually understood terms of the substantive plan, an employer may anticipate for
accounting purposes that any shortfall resnlting from current year benefit payments in excess of
the employer's substantive plan cost and participant contributions for the year will be recovered
from increased participant contributions in the subsequent year. Ilowever, the employer may
subsequently deterntine that increasing participant contributions for the pror year's shortfall is
onerous and make 2 decision to bear the cost of the shortfall for that year. That is, an employer
may make a decision not to retrospectively adjust participants' contributions to recover the
ghortfall. The Board concluded that the gain or loss from such a lemporary deviatien fiom the
substantive plan should be immediately recognized as a gain or loss, without the benefit of the
cormidor or other delayed recogrztion alternatives. Because the effect of the deviation from the
substantive plan has no future economic benefit to the employer, and relates to benefits almady
paid, the Board believes that delayed recognition of that effect wonld be inappropriate.

Minlmum Liahility

303. The Exposure Draft proposed that, similar to Statement 87, a minimum liability should be
prescribed to limit the extent to which the delayed recognition of the transition obligation, plan
amendments, and logses could result in omission of liahilities from an employer's statement of
financial positon. The minimum liability was defined as the unfinded accwmulated
postretirement benefit obligation for retirees and other fully eligible plan paricipants. The
Board believed that that measurement represented a threshold below which the recognized
liability would not be sufficiently representationally faithful. The proposed minimum liability
provisions would have been effective five years after the effective date of this Statement.

304, Respondents generally disagreed with prescribing the minimuwm liability that should be
recogrized. They believed thai the proposed minimum Nability provision represemted a
departure from accrnal accounting and was inconsistent with the provisions of this Statement
that provide for delayed recognition of gains and Josses, prior service cost, and an employer's
transition obligation. Respondents stated that unlike pensions, postretirement benefit obligations
do not vest, as that term is nsed in its legal sense. They observed that the minimum liability
provisions in Statement 87 approximate the statatory liability a 17.5. employer wounld face if ite
pension plan were terminated. Curtently, there are no similar statutory requirements for
postretirement health ‘care or welfare benefits, Some respondents also believed that the
minimam liability provision would be confissing becanse it introduces an alternative measure of
an employer's postretirement benefit obligation.

305. The Board concluded that this Statement should not require recognition of 8 mimmum
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liability. The field test of the Exposnre Draft provisions suggested that, ignoring the effects of
gaine and kosses and plan amendments, the minimum liability provision for mature companiss as
defined in that study (companies with a matio of one reliree lo two to six active employees)
generally wonld be inoperative after eight years. For companies with a higher retires to active
employee ratio, the ficld test suggoested that the minimum liability provisions might be operative
for more than 10 years. In other words, for possibly 10 or more years the minimum liability
provisions could be effective solely as a result of phasing in recognition of the transition
obligation. The Board concluded that the transition provisions of this Siatement that provide for
the delayed recognition of an employer's obligation for postretirement benefits at the date this
Statement is initially applied should not be overridden by a requirement to recogmze a babilily
that would accelerate recognition of that obligation in the statement of financial position.

306. The Board considered and decided not to amend Statement 87 to eliminate its ruimmum
liability provision. Because most pension plans were thought to be adequately funded when
Statement 87 was issued, the minimum liability provision served to identify those exceptional
situstions in which the pension plan was onderfimded. However, it is widely acknowledged that
postretirement benefit plans are significantly or totally nnderfinded. As a result, recognition of a
minimum lzability for such plans would be commonplace rather than an exceptici.

307. Some Board members believe that 4 liability that reflects only the accrued and unfunded
postretiremert benefit cost, in and of itself, is not a relevant or reliable representation of an
employer's probable future sacrifice if recognition of significant losses, prior service costs, or the
transiion obligation has been delayed. They support retaining the minimum Hability provision
proposed in the Exposure Draft for the reasons described in paragraph 303. They observe that
the liability for accrued and unfunded postretirement benefit cost does not pusport to be a
measure of the emplayer's present obligation in most cases; rather, it is the residnal resulting
from an allocatiom process. To the extent that cne assumes that the employer is a going concern
and that a postretirement benefit plan will continue, the employer's probable future sacri fice is
represented by benefits to which retirees and other fully eligible plan participants are entitled and
the portion of expected future benefits eamned by other active plan participants. That probable
future gacrifice can onty be delermimed by considering the ciarrent fanded status of the plan.

Measurement of Plan Assets

308. The Board considered whether employer assets mtended to be used for the payment of
postretirement benefits, including fimds set aside in a separate trust or similar fiinding vehicle,
should be included in plan assets. The Board concluded that if those assets can be used for other
purposes at the employer's discretion, they should not be considered to be plan assets. In
measuring the funded status of a postretirement benefit plan, the Board conelnded that it ie
appropriate and consistent with pension accounting to include in plan assets only those assets
that are restricted for the purpose of paying the plan's postretirement benefit obligations. Some
respondents questioned whether certain funding vehicles can be restricted solely for the
provision of postretirement benefits, as opposed to fimding both active employees’ and retirees’

Copyright © 1590, Financial Atcounting Standards Board ' Mot for redi stibution

Page 89

benefits, and would, therefore, qualify as plan nssets. Whether a funding vehicle can be
restricted solely for the payment of retirees’ bemefits is subject fo legal, not accounting,
interpretation.

309. The Board concluded that plan investments shonld be measured at fair value for purposes
of this Statement, except as provided in paragraph 57 for purposes of determimng the extent of
delayed recognition of gains and losses. Fair value is the most relevant information that can be
provided for assessing both the plan's ability to pay benefits as they come due and the firture
contributions necessary to provide for benefits already promised to ettiployees. The relevance of
fair value outwcighs objections to its use based on difficully of mensiremenl. The same reasons
led to a similar decision in Statements 33 and 87.

310. Measuning investments at fur value could introdnce volatility into the financial statements
as a resnlt of short-term changes in fair values. Some respondents indicated that that volatility
would be meaningless or even misleading, particnlarly because of the long-run nature of the
postretirement benefit commitment or because plan investments are often held for long periods,
thus providing the opportunity for some gains or losses to reverse. As noted in paragraphs
58-60, the Board concluded that the difference between Gie acluul return on plan assets and the
expected return on plan assets coutd be recognized in nel periodic postretirement benefit cost on
a delayed basts. That conclusion was based on {a) the probability that at least some gains would
be offset by subsequent losses, and vice versa, and (b) axgwments that immediate recognition
would produce mnacceptable volatility and would be inconsistent with the present accounting
model.

311. The Board also concluded that, similar to the conclusion in Statement 87, including
accred postretirement benefit costs as plan assets for purposes of the disclosure of fimded statns
(paragraph 74(c)) (a) would be inappropriate because that amownt has not been funded
(contnbuted) and (b) would unnecessarily complicate the recognition and disclosure
requirements of this Statement, Similarly, the Board concluded that elimination from plan assets
of all securities of the employer held by the plan would be impractical and might be
inappropriate absent 2 decision that the financial statements of the plan should be consolidated
with those of the employer. However, the Board concluded that disclosure of the emount of
those securities held is appropriate and should be required.

Measurement Date

312, The Board concluded thal the prescribed measurement date should be responsive to the
difficilties inherent in measurement of the accunmlated postretirement benefit obligation as well
as the time required to obtain actvarial valvation reports. The Board believed those
considerations justified some flexibility in selecting the date st which the accumulated
postretirement benefit obligation and plan ssscts should be measured.

313. Measuring plan assets as of the date of the financial staterments does not present very
significant or unusual problems, the difficulty arises primarily with measurement of the
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accumulated postretirement benefit obligation. The Board concluded that it shauld be feasible to
provide information about the accumulated postretireent benefit obligation as of the date of the
financial statements based on a valuation performed st an earlier date with adjustments for
relevant subsequent events (especially employee service) after that date.

314. The Board concluded that the benefitz of having information on a timely basis and
measured consistently with other financial information will usually ontweigh the incremental
costs. The Board acknowledges that practical problems may sometimes make it costly to obtain
information, especially information abont the acenmulated postretirement benefit obligation and
related components of net periodic postretirement benefit cost, as of the date of the financial
statements. The Board concluded that the information required by this Statement should be as of
n date not earlier than three months before the date of the financial statements. That
measurement date is consistent with the mcasuwrement date prescribed by Statement 37,
Measurements of postretirement benefit cost for interim and annwal financial statements should
be based on the assumptions used for the previous year-end financial reporting unless more
recent measures of both plan assets and the accumulated postretirement benefit obligation are
available, for example, as a result of'a significant event, such as a plan amendrent.

Settlements and Curlailments

315, Ths Statement provides for delayed recognition of the effects of plan initiations and
amendments and gains and losses arising in the ordinary course of operations. In certain
circumstances, however, recognition of some or all of those delayed effects may be appropriate.
Paragraphs 316-332 discuss the basis for the Board's conclusions on settlement and curtailment
accounting for postretirement benefit plans, which draw on the basis for conclusions in
Statement 88. Except as discussed in paragraph 323, the Board's conclusions are the same ag
those prescribed in Statement 88 for a settlement or a curtailment of a defined benefit pension
plan. )

316. Seitlements and curtailments are events that require income or expensc recognitien of
previously wiarecognized amounts and adjustments to liabilities or assets recognized in the
employer's statément of financial position. The Beard concluded that, similar to employers'
accoumibing for pensions, previcusly nnsecognized prior service cost, inchiding any nnrecognized
transition obligation, and the previcusly unrecognized net gain (including any unrecognized
transition asset) or loss should be recognized in the period when all of the foliowing conditions
are met:

All postretirement health care or other welfare benefit obligations under the plan are settled.
Defined benefits are no longer accrued under the plan.

The plan is not replaced by another defined benefit plan.

No plan assets remain.

The employees are terminated.

The plan ceases to exist as an entity.

mepe SR
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317. Tt is not incommon for some, bt not all, of the above conditions to exist in a particular
sitnation. For example, the accumulated postretirement benefit obligation may be seltled without
terminating the plan, or a plan may be suspended so that no further benefits will acerue for future
services but its obligations are not settfed. In other sitvations one or more of the above
conditions may apply to only part of a plan. For example, one plan may be divided inte two
plans, one of which is then terminated, or one-half of the employees in a plan may terminate
employment and the obligation for their benefits may be settled.

318. If recognition of previously unrecognized prior service cost and net gain or loss were
required only when a plan is completely terminated and settled and if no recognition accurred
when a plan is partially curtailed or an obligation is partially seftled, anomalies and
implementation problems wonld result. For example, if one employer had two plants with
separate plans and another emgployer had two plants with a single plan, the sccounting resutt of
closing one plant and settling the related obligation would be a recognizable event for one
employer bnt not for the other. If recognition were an alf-or-nothing proposition, it would be
necessary to determine when the extent of setlement or curtailment is sufficient for recognition.
1 all employees but one from a large group are terminaled and obligalions to the terminated
employees are settled, presumably the accounting should reflect 2 plan termination. But it is ot
clear whether that accounting should apply if 5 percent, 10 percent, or 25 percent of the original
group were 1o remain. The Board conclnded in Statement 88 and reconfirmed in this Statement
that a complete plan termination and settlement meed mot occur to recoghize previously
unrecognized amounts.

Settlement of the Oblization

319, The Board concladed that setttement of all or part of the accumulated postretirement
benefit obligation should be the event that requires recognition of all or part of the previously
unrecognized net gain (including any unrecognized transition asset) or loss. Delayed recognition
of gains and losses under this Statement is based in part on the possibility that gains or losses
occurring in one period will be offset by losses or gains in snbsequent pericds. To the extent that
the accummlated postretirement benefit obligation has been settled, the possibility of fahmre gains
and losses related to that obligation and the assets used to effect the settlement is eliminated.

320. Settlement of all or a large portion of the accurmulated postretirement benefit obligation
also may be viewed as realization of past gains or losses associated with that portion of the
obligation and the assets used to effect the settlesnent. That realization would not be affected by
the employer's subsequent decision to nndertake or not to undertake fiture defined bencfit
obligations.

321. The Board acknowledges that other actions an employer can take, especially those related
to plan assets, can affect the possibility of a subsequent net gain or loss, For example, an
employer may avoid or minimize ccrtain risks by investing in a portfolio of high-qualily
fixed-income secwrities with principal and interest payment dates similar to the estimated
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payment dates of bencfits, a8 with a dedicated bond portfolio.

322, Settlement differs from other actions in that {a) it is irrevocable, (b) it relieves the
employer (or the plan) of primary responsibility for the obligation, and (¢} it eliminates
stgnificant risks related to the obligation, such as the risk thet participants will live longer than
assumed, and to the assets used to effect the settlement. The decision to have a dedicated bond
portfolio can be reversed, it does not relieve the employer of primary responsibility for the
obligation, and such a strategy does not eliminate various risks, such as mortality risk and the
escalating cost of providing the benefits. The Board concluded that the circumstances requiring
gain or loss recognition should be defined narrowly.

323, The Board recognizes that changes in Lhe previousty estimated values of the accumulated
postretirement benefit obligation and the plan assets may become evident at the time the
obligation i3 seitled. For example, the interest rates inherent in the price actually paid for
ingurance contracts that settle an obligation may be different from the sssumed discount rates.
3ome respondents suggested that those changes shouid be recognized immediately in income as
a gain of loss directly resulting from the settlement. The Board concluded that, based on the
measurement principles adopted in this Statement, those changes reflect factors expected to be
congidered in the measurement of the postretirement benefit obligation and plan assets. The
Board also concluded that those amonts should be included with the previously unrecognized
net gain or loss before a pro rata portion of that amount is recognized.

324. This Statement requires measurement o a pro rata portion of the unrccognized net gain or
loss based on the decrease in the accumulated postretirement benefit obligation resulting from a
settlement. The Board acknowledges thal a decresse in the amount of plan assets also can affect
the possibility of future gains and Josses, However, the Board concluded that it would be
simpler and more practical to base the measurement only on the obligation settled,

325 Under Statement 88, a gain resulting from settlement of a pension obligation is measured
without regard to any remaining unrecognized transition obligation. In contrast with the nature
of the transition cbligation that may arise wnder Statement 87, any unrecognized transition
obligation for postretirement henefits is likely to include a significant amount of previously
unrecognizeéd current service cost and interest cost.  For an ongoing plan, this Statement requires
that for an employer that elects immediate recognition of gains or losses, any net gain for the
yeer that does not offset a loss previously recognized in income must first reduce any remsining
unrecognized transition obligation. Similarly, the Board has concluded that any gain arising
from z settlement should be reduced by any unrecognized transition obligation; only the excess
is recognized as a setflement gan. The Bomd concluded that an employer should not be
permitted to accelerate recognition of pains if the underlying obligation that was remeasured,
causing thosc gains to arize, has not yet been recognized.
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Curtnibment of the Plan

326 Ome basis for delayed recognition of prior service cost is the likclihood of future econamic
benefits to the employer as a result of a plan initiation or amendment Those benefits, in the
Board's view, are derived from the future services of active plan participants, and the
amortization of untecogmizel prior service cost is based on those services. A curtailment, as
defined in this Statement, is an event that significantly reduces the expected years of future
service of present active plan participants or eliminales for a significant number of active plan
participants the accmal of defined benefits for some or all of theis futire services.

327. 'the Board concluded that reduction of the expected years of future service of the work
force or elimination of the acerual of defined postretirement benefits for a significant mmnber of
sctive plan participants raises doubt about the continwed existence of the future economic
benefits of unrecognized prior service cost. Therefore, the Board concluded that any remaining
anrecognized prioy service cost, including any umrecognized transition obligation, should be
recognized when it is prabable thet a curtailment will oceur, the effects are reasonably estimable,
and the net result of the curtailment {as described in paragraphs 97 and 98} is a loss.

328. The Board also considered whether cither the setflement or the termination of one plan
and the adoption of a substantially equivalent replacement plan should trigger recognition of
prior servica cost. The Board concluded that neither of those events, absent a curtailment, raises
sufficient doubt as to the existence of future economic benefits to trigger that recognition.

329. A curteilment may directly causc a decrease in the accumulated postretirement benefit
obligation (a gain) or an incresse in the accumulated postretirement benefit obligation (a loss),
For example, the accumulated postretitement benefit obligation may decline if active plan
participants who are not yet eligible for benefits are terminated (a gain). On the other hand, the
accumulated postretirement benefit obligation may increase if an event occurs that causes active
plan participants fully eligible for benefits to leave earlier than previously expected (a loss).

330. Conceptually, the Board concluded that it would be appropriate to recogmze those gmns
of losses immediately to the extent they do not represent the reversd of previously wrwecognized
losses or gains. However, the obligation elimmnaled or created by 2 curtmlment may not be
independent of previcusly unrecognized losges or gains. For example, part of that obligation
could relate to past changes in actuanal assumptions about the discount rates that produced gains
or losses not yet fully recognized. To illustrate, if int year 1 the employer reduces the assumed
weighted-average discount rate from 9 percent to 8 percent, any accumulated posiretitemert
benefit obligation is increased, resulting in an unrecognized loss. [f in year 2 the employer
terminates active plan participants, the obligation related to their nonvested accurmilated benefits
iz eliminated and a gain arses, which is, at least in part, & reversal of the previously
unrecognized loss.

331. The Board concluded that, similar to Statement 88, a curtailment gain or toes as defined in

Crpyright © 1990, Financial Accounting Standards Roard Hat for redismbution

Page 24




paragraph 97 (which does not include recoghition of prior service cost) shonld first. be offset to
the extent possible against the plan's previously cxisting unrecognized net loss or gain. Any
remainder of the curtailment gain or loss cannot, at least in an overall sense, be a reversal of
unrecognized smounts, and, therefare, recognition of that remainder is appropriate.

332. The Board considered whether curtailment gains should be recognized before the
curtailment occurs. It concluded that continuing the delayed recognition featre of this
Statement for a curtailment gaim should be retained until the related active plan participants
terminate or the plan suspension or amendment is adopted. That is consistent with Statement 88
and Opinion 30 and averds the inconsistent resilts that would otherwise ocenr if the cirtailment
gain s directly related to a disposal of a segment of a business.

Measurement of Special Termination Benefits

333. FASB Statement No. 74, Accoumting for Special Termination Benefits Paid to Employees,
acknowledged that other bencfits, in addition to pensions, may be offered pursuant to a special
termination armangement and should be included in measuring the tenmimation expense.
Statement 88, which superseded Statement 74, retains that scope and therefore applics to other
benefits in addition to pensions. However, the Bowrd concluded that reiterating the applicability
of Statement 88 iz necessary, since practice may have been to exclude postretirement health care
costs from the measurement of termination benefits.

334, The primmy conclusion of the Heoard in Statement 74 was that the cost of special
termination benefits should be recognized as a liability and a loss when the employees accept the
offer and the amount can be reasonably esimuled. Thal conclusion is incorporated in Statement
88. The cost of other contractual termination benefits provided by the existing terme of a plan
that are payable only in the event of employees' involuntary termination of service due to & plant
closing or a similar event should be recognized when it is probuble thul employees will be
entitled to benefits and the amount can be reasonably cetimated.

335. Paragraph 3 of Statcment 74 stated:

The termination of employees under a special termination benefit arrangement
may affect the estimated costs of other employee benefits, such as pension
benefits, because of differences between pasl mssumptions and actual expenence.
If reliably measurable, the effects of any such changes on an employer's
previously accrued expenses for those benefits that result direcly from the
termination of employees shall be included in measuring the termination expense.
[Footnote reference omitted.]

Statement 88 superseded that paragraph and provides that a gain or loss in a plan arising as a
direct Tesult of a curtwlment, including a curtailment resulting from an offer of spectal
termination benefits, is first offect against any previously existing unrecognized net loss or gam
for that plan and any excess is then recognized {paragraph 13).
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336. The Board congidered the following three alternative measires of the fermination expense

37 grising from the aeceptance of an offer of special postretirement health care or other welfare
termination benefifs:

a. The difference between (1) the accumulated postretirement benefit obligation under the
existing plan that would have been attributed to service fo date assuming that active plan
participants not yet fully eligible for benefits would terminate at their full eligibility date and
that fully eligible active plan participants would retire immediately, without considering any
special termination benefits, and (2} the remeasured accumulated postretirement benefit
abligation based on the special termination benefits

b. The difference between (1) the accumulated postretirement benefit obligation attributed to
gervice to date and (2) the remeasured accumulated postretirement benefit obligation based
on the special termination benefits

c. The difference hetweon (1) the actuarial present value of the postretirement benefits mn
employee wonld have received if the employee had terminated voluntarily immediately
before the offer and (2) the actuarial present value of the postretirement benefits the
employee is expected to receive after accepting the offer.

337. The Board concluded that the first alternative was appropriate because it better reflects the
exchange. Unlike the second altemative, it recognizes the incentive offered in exchange for
termination earlier than expected. The first afternative becomes more compelling when one
considers the offer of special termination benefits for fully eligible active plan participants. For
those employees, there may be no incentive in the form of benefits not already available. Under
the first alternative, the effects of the change in the expected refirement dates for employees who
accept the offer may be a curtailment loss pursuant to paragraphs 97-99.

338. In contrast, the third altemative ignores the notion that the obligation o provide
postretirement benefits arises with the rendering of employee service. That notion underlics the
accounting for all deferred compensation contracts. The Board also moted that the third
alternative fails to recognize that the termination benefit incentive for an employee one year
away from eligibility for retirement differs from the incentive for an employee five years away.

Disclosure

General Coaclderationsy

33%. Decisions on disclostre requirements require evaluating and balancing considerations of
relevance, reliahility, and cost. Relevance and rcliability are characteristics that make
information nsefit for making decisions and that malke it beneficial to require disclosure of some
information. Benefite to nsers that arc expected to result from required disclosures must be
compared with the costs of providing and assimilating that information. Evaluating individual
disclosures relative to those criteria is generally a matter of judgment  Cost, for example, is
affected by several factors, such as the nmmber of different plans and the difficulty of
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aggregating or meaningfully summarizing some disclosires. As the total amount of disclosure
increases, consideration must be given to whether the incremental cost o both preparers and
uscre of additional disclosure may be greater than the benefil of the additional information.
Conversely, there is also a cost of nol disclosing information. The abeence of certain disclosures
may directly affect the ability of financial statement wsers to make well-informed decisions.

340. Many of the disclosure requirements arise as a result of provisions of this Statement that
reflect practical, rather than conceptual, decisions. For example, the components of net periodic
postretirement benefit cost are disclosed becanse the recognized consequences of events and
transactions affecting a postretirernent benefit plan are reported as a single amount that includes
atleast three types of transactions that conceptually shonld be reported separately, The effects of
those events or transactions—the exchange of employee service for deferred compensation in the
form of postretirement bencfits, intercst cost reflecting the passage of time until those benefits
are paid, and the returns from the investment of plan assets—are therefore disclosed, Similarly,
the reconciliation of the funded status of the plan(s) is disclosed as a result of the decizion to
exclude certain obligations and assets from the statement of financial position due to provisions
that permit delayed recognition of (a) the transition obligation, (b) the effect of certain changes
in the measure of an employer's aceumnlated postretirement benefit obligation, and {c) the effect
of certain changes in the value of plan assets set aside to meetl thal obligation. Although those
effects are identified and measured, they are not required to be recognized in the finsncisl
statements ag they arise.

341. Many of the disclosures required by this Statement are similar to required disclosures for
pension plans. Some studies of the pension disclostres required by Statement 87 have suggested
they are valnable because of the information provided.

Specific Divclaswere Requirements

TNesariptive information

342. Respondents generally agreed with disclosure of information about plan provisions and
employee groups. The Board concluded that a brief description of the plan that is the basis for
the accounting (the substantive plan), including any modifications of the existing cost-gharing
provisions or increases in monetary benefits that are encompassed by the substantive plan, the
employee gronps covered, and the types of benefits provided, could assist users in understanding
the reported effects of the plan on the employer's financial statements. The Board dlso
concluded that financial statements shonld disclose the ratwe and effects of significant changes
in the factors affecting the computation of the accunlated postretirernent bemefit obligation and
related cost recogmzed m the financial statements. Any other significant or unusual matters,
such ay the effect of a business combination, also should be disclosed to enhance a user's
understanding of the impact of those matters on an employer's financial position and resuits of
aperations. :

343. Many postretirement Denefit plans currently in existence are unfunded. For those that are
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funded, the Board concluded that disclosure of the finding policy wonld he usefil in
understanding differences between funding and accounting for that plan. Information that
highlights any changes in funding pelicies also can be nsefil in assessing luinre cash flows.

Net perfodic postretiranent benaflt cost Information

344, Most respondents indicated that information asboumt an employer's net perodic
postretirement  benefit cost would be useful. Az with pensions, the cost of providing
postretircment benefits comprises several components. Disclosure of the components will, over
time, increase the general understanding of the nature of postretirement benefit cost, the reasons
for changes in that cost, and the relationship between financing activities and employee
compensation cost.

Informadion about obligatlons and asseis

343, Most respondents who addressed the proposed disclosures agreed with disclosnres abont
the funded status of the postretirement benefit plan. They stated that it provides information that
is important to an understanding of the economics of the plan, Some respondents indicated that
as part of that disclosure, it is important to present the componentr of the accumulated
poetretirement benefit obligation. The Exposure Draft proposed disclosure of the vested
postretirement benefit obligation to provide information sbont the employer's obligation to
retirees and other former employees, and active employees assuming they terminated
immediately. The Board believed the information required to measure the vested postretirement
benefit obligation would be available end that no significant incremental cost would be
associated with providing that disclosure.

346. Most respondents opposed disclosure of the vested postretirement benefit obligation.
They said the disclosure would be misleading because the term vested, although used in its
accounting sense, eould be misunderstood to imply a legal obligation. Although an employer
may have a social or moral obligation to provide the postretirement benefits that have been
earned, employers indicated that they currently do not have a statutory requirement to provide
thoge promised benefits, unlike their legal obligation to provide certain vested pension benefits,
In addition, respondents observed that if a postretirement benefit plan were terminated, the actaal
liability wonld very likely differ from the amount proposed to he mensured as the vested
obligation,

347, The Board sccepted those arguments and concluded that disclosure of the vesled
postretirement benefit obligation should not be required. However, the Board added paragraph
74(c)(2), which requires disaggregated information about the accumulated benefit obligation for
retirees, other fully eligble plan participants, wmd ofher active plan participants. Respondents
ngpested those disclosures would be more nseful.

348. Mmagement has a stewmrdship responsibility for efficient use of plan assels just as it does
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for operating assefs. The Board concluded that dieclosure of general information about the
major types of any plan assets (and nonbenefit Liabilities, if any) and the actual amount of return
on plan assets for the period is useful in assessing the profitability of investment policies and the
degree of risk assumed.

349, The Board concluded that a recorciliation of the amounts inchuded in the employers
statement of financial position to the fanded statue of the plan's acenmulated postretienent
benefit ohligation is essential to imderstanding the sélationship between the accounting for and
the finded status of the plan. The Board acknowledges that the amomnt recognized in the
financial statements as a met postretirement benefit Liability or asset pursuant to this Statement.
generally will not fully reflect the underlying fanded status of the plan, that is, the plan assets
and the accumulated postretirement benefit obligation for an overfinded or inderfimded plan.

Taformation skout assumptions

35). The Exposure Draft proposed disclosure, if applicable, of the weighted-average assumed
discount rate, rate of compensation increase, health care cost trend rate, expected long-term rate
of return on plan assets, and, for plans whose income i segregated from the employer's income
for tax purposes, the estimated income tax rate on the expected return on plan assets. Most
respondents who addressed the disclosure issues supported disclosure of the significant
assumptions used in measuring an employer's postretirement benefit obligation and cost. A few
respondents, however, maintained that a more descriptive disclosure about the assumed health
care cost trend rates would be more useful. They noted that a weighted-average rate can mask
differences in an employers assumptions about year-by-vear health cave cost trend rates. For
example, two employers could report the same weighted-average health care cost trend rate even
thengh they made significanily different assumptions about future trends in health care costs and
have very different expected payment schedules.

351. The Board concluded that descriptive information about an employer’s assumed health
care cost trend rates would be mare useful than disclosure of a weighted-average rate.
Therefore, thie Statement requires disclosure of the assumed health care cost trend rate(s) used o
measure the expected cost of benefite covered by the plan (groes eligible charges) for the year
following the measurement date and a more general description of the direction and pattem of
change in the assumexd trend rates thereafter. The Board believes that disclosure will resnlt in
more comparable and understandable information about the agsumptions used by empioyers in
nteasuring their postretirement benefit obligations and costs.

352 The Bomrd concluded that the weighted-average assumed discount mte, mate of
compensation increase, and long-term rate of return on plan assets should be required to be
disclosed as proposed in the Exposure Draft. In detemmining those weighted averages,
employers should consider both the timing and amount of the expected benefit payments,
" compensation increases, or retumn on plan assets. The weighted-average discount rate reflects an
assumption that significantly affects the computation of the accumulated postretirement benefit
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obligation and net periodic postretirement benefit cost, as might the weighted-average ratc of
compensation increase for pay-related plans. Those disclosures assist in assessing the
comparability of that information among emplovers. Because the weighted-average assumed
long-term rate of return on plan assets is expected to differ from the weighted-average discount
rate, the Board concluded that disclosure of that assomption should be required. As proposed in
the Exposure Draft, disclosure of the estimated income (ax rale on the retnm om plan assets is
required for plans whose income is segregated from the employer’s income for tax purposes,

353, This Statement also requires disclosure of the effect en the current measrement of the
accumulated benefit obligation for postretirement health care benefits and the combined service
cost and interest cost components of net periodic postretirement benefit cost, sssuming a
one-percentage-point increase in the health care cost trend rates for each year following the
measurement date, holding all other assumptions constant, Respondents generally did not
support disclosure of the semsitivity of reported amounts to particular assumpfions. Some
respondents asserted that disclosure of semsitivity information wounld diminish the credibility of
the amounts reported in the financial statements and would ignore the effects of changes in other
assumptions. They also noted that the effects of a one-percentage-point change are not linear,
reducing, therefore, the predictive value of the information and its nsefulness. Other respondents
who supported sensitivity disclosures stated that the information would assist vsers in judging
the sensitivity of the measures of an employer's postretirement benefit obligation and cost to
changes in one of its sigmficant underying assumptions and would provide information about
lhe potential impact of subsequent events different from that assumed.

354, Measuring the sensitivity of the acommnluted postretirement benefit obligation and the
combined service and interest cost components to a change in the assumed health care cost irend
rates requires remeasuring the accumulated postretirement benefit obligation as of the beginning
anel end of the year. That measurement should be possible at minimal incromental cost as part of
the actuarial valuation needed to develop the basic information required by this Statement. The
Board concluded that requiring that sensitivity information will assist users in assessing the
comparmbilily of information reported by different employers ns well as the extent to which
future changes in assumptions or achiat experience different from that assumed may affect the
measurement of the obligation and cost. In addition, the sensitivity information may assist users
in understanding the relative significance of sn employer'’s cost-gharing policy as encompassed
by the employer's substantive plan.

155. Sensifivity disclosures were initielly proposed in accounting for pension coete. However,
the Board ultimately decided not to require those disclosures for pensions because the cost of
providing that information was viewed as outweighing the benefits to users. The Board
concluded that the need for sensitivity information is more compelling for postretirement health
care measurements. Financial statement users are considerably less familiar with postretirement
health care measurements than with pension measurements and with the snbjectivity of the
health care cost trend rate and the significant effect that assumption may have on measurement
of the postretirement hoalth care obligation. The Board acknowledges that the effects of
percentage-point changes are not lincar but eonchided that the significance of the sensitivity
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disclosure outweighs concerns about users erronecusly extrapolating from the amounts
disclosed.

336. Some Board members believe the volume of disclosures required by this Statement is
excessive and firther contributes to the already extensive disclosures required in general-purpose
financial statements. They believe that at some point the sheer volume of all required
disclosures may overwhelm users' ability to assimilate information and focus on the more
impertant matters. In particular, those Board members do not sepport the required sensitivity
disclosures because they highlight only one aspect of the postrettrement benefit obligation and
cost. Similar sensitivity requirements could be imposed for other aspects of this Statements
requircments and, for that matter, any accounting estimate. They are also concemed that
sensitivity disclosures may confuse or mislead users who attempt to use the information to make
their own estimnates of measures of the obligatton and cost in different scenarics, without
realizing the limitations of the disclosure.

‘Two or Morc Plans

357. Under certain circumstances, this Statement pemits combining two or more trfirded
plans for financial accounting and reporting purposes. Plans that provide different benefits to the
same group of participants may be combined. For example, an employer may have separate
medical care, dental care, and eye care plans that provide benefit coverage to all retirees of the
company. Similarly, an employer may combine two or more unfinded plans that provide the
same benefits to different gronps of plan participants. For example, an employer may have
identical postretirement medical care plang at each of its operating locations. This Statement
permits combining ‘plans in those situations because the differences in the plans are not
substantive. Combining information in those cases results in combined measrements for
accounting and disclosure purposes.

358. The Board concluded that an employer with one well-funded plan and another less well
funded or unfinded plan is in 2 different position than an employer with similar obligations and
assets in a single plan. Netting the plan assels of one plan against the net unfimded obligation of
another would be an inappropriate disclosure of the unfunded obligation if those assets cannot be
uged to setde that oblipation. That conchision is consistent with existing generally accepted
accounting principles that generally preclude offsetting assets and liabilities unless a right of
setofT existe. The Exposure Draft proposed sepatate disclosure by over- and underfunded plans.
However, the Board concluded that limiting the requirement for separate disclosure to the
accumulated postretirernent benefit obligation and the fair value of plan assets for plans with
asgets less than the accumulated postretirement benefit obligation (underfonded plans) would
provide satisfactory information about the financial condition of an employer's plans and would
reduce the cost of providing the required disclosures.

Pliferent Acconnting for Certain Small Employers

359. The 1985 FASB Exposure Draft, #mployers’ Accounting for Pensions, recognized that the
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coet of compliance with a pension standard was relatively greater for small employers than for
large employers and more likely to exceed the perceived benefits. In that Exposure Draft, the
Board tentatively concluded that the different relative costs and benefits might justify reduc:
disclostre requurernents. :

360. However, the Board. ultimately concluded that the measurement of pension costs and
tecognition of pension liabilities should not differ for small or nonpublic employers, in part
because evidence from users of financial statements of those employers did not support a
different approach. Fsther, in the Board's view, the exdistence of a separate set of measurement
requirements or a range of alternatives for certain employers probably woulid not redice costs
sigmi ficantly, but would add complexity and reduce the com parability and wsefulness of financial
statements,

361. Similarly, the Board does not believe that postrelirement benefil plans for small employers
are sufficiently different from the plans of larger employers to warrant fundamentally different
measurement and recoghition or disclosnre requirements. Although the costz of applying this
Statement may be relatively higher for small employers, the postretirement benefit obligations of
those employers are no different in nature from the postretirement benefit obligations of larger
employers. The mensurement provisions and effective date of this Statement take into acconnt
the data limitations of certain employers and the cost of measuring expected postretirement
benefit costs, Paragraph 38 provides for the use of claims experience of other employers in
developing cutrent per capita claims cost. Paragraph 41 permits the use of certain alternative
approaches to develoming assnmed per capita claims cost. Therefore, the Board concluded that
the requirements of this Slaternent should apply to all employets.

362. The Exposure Druil proposed a. 2-year delay in the effective date for nonpublic emplayers
whose plans all had fewer than 100 padicipants. Respondents generally agreed with the
proposed delay in the effective date, although some suggested thal the size criterion be increased
to encompass larger groups of plan participants. Those respondents were concermned shout the
availability of data and the general lack of experience in measuring the postretirement benefit
obligations for smaller plan populations.

363. The effective date of thiz Statement is delayed 2 years for those nonpublic employers
whose plans in the aggregate have fewer than 500 participants. The size criterion was increased
in response to the concems expressed by respondents. The Board concluded that small
employers and the professionale serving those employers may need additional time to obtain and
evalnate the necessary data including, perhaps, tailoring data collected by actuaries or insirers
for use in develaping the assumed per capita claims cost by age. The Board concluded thata
delayed effective date is a practical and appropriate means for facilitating adoption of this
Statement by those employers.

Different Accenmiing for Certaln Indusirles
364. For some employers subject to certain types of regulation (rate-regulated enterprises) or
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for employers that have certain types of govemment contracts for which rimbursement is a
fanction of cost based on cash disbursements, the effects of the requirement to accrue the cost of
postrefizement benefits (the difference between the cost acerned and the pay-as-you-go cost for a
period) may not be recoverable cwrently. The Board recogmnizes the practical concems of those
cemployers but concluded that the cost of a promise to provide postretirement benefits fo
qualifying employees is not changed by the circumstances described. The Board concluded that
this Statement should include no special provisions for those employers. For some
rate-regulated enterprises, FASB Statement No, 71, Accounting for the Effects of Certain Types
of Reguiation, may require that the difference between net periodic postretirement benefit cost ag
defined in this Statemenl smd amounts of postretirement benefit cost considered for rate-making
purposes be recognized as an asset or a liability created by the actions of the regulator. Those
actions of the regulator change the timing of recognition of net periodic postretirement benefit
cost a8 an expense; they do not otherwise affect the requirements of thie Statement.

Other Situations and Types of Plans

Contracts with Insurance Companies

365, The Board concluded that some contracts with insurance companies are in substance
forms of investments and that the use of those funding amrangements should not affect the
accounting principles for determining an employer’s net periodic postretirement benefit cost. If
those contracts have featires linked with the insurance company's possible fiture obligation to
pay benefits, their fair values may be difficult or impossible to determine. Although the Board
concluded that fair value should be the measurement basis for all types of investments, it
acknowledges that for some conlmcts the best available estimate of fair value may be contract
value.

366. The Board recognizes that, except for single-premium life insurance contracts, there are
few, if any, tontracts at the present time that unconditionally obligate an insurance company to
provide most forms of postretirement benefits. However, some insurance contracts, such as
single-preminm, nonparticipating life insurance contracts, do effectively transfer the primary
obligation for payment of benefits from the employer (or the plan) to the insurance company. In
those circumstances, the premium paid for the benefits attributed to the current period is an
appropriate measure of postretirement benefit cost for that period. The Board concluded that the
purchase of a nonparticipating insurance contract is a settlement of a postretirement benefit
obligation rather than an investment,

367. Under some insurance contracts, the purchaser (either the plan or the employer) acquires
the fght fo participate in the investment performance or experience of the insurance company
(participating contracts). Under those contracts, if the insurance company has favorable

. experience, the purchaser receives dividends. For example, if the insurance company's

investment tetirn is better than anticipated, or perhaps if actunl experience related to mortality or
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other assumphions 1s favomble, the purchaser wilt receive dividends that rediee the cost of the
contract.

368. Participating contracts have some of the chamcteristics of an imvestment. However, the
employer is as fully relieved of the obligation as with a nonparticipating contract, and a separate
actuarial compuiation ordinasily would not be performed. The Board concluded that, except as
indicated in paragraphs 369, 370, and 374, it would be appropriate to tfreat a participating
condract the same as a nonparticipating contract and to exclude the benefits covered from
measnres of the accumulated postretirement benefit obligation.

369, The Board was concerned that a participating contract could be structured in such a way
that the premium would be significantly in excess of the cost of nonparticipating confracts
becanse of the expectation of future dividends. If the full amount of the preminm were
recognized as service cost in the year paid and dividends were recognized as retum on phm
assets when received, (he resulting messures of postretirement benefit cost would be unrelated to
benefitz earmned by employees. If the employer had the ability to influence the timing of
dividends, it would then be possible to shift cost among periods without regard to undedying
econormic events. The Board concluded that part of a participating contract (the participation
right) is in substance an investment that sheuld be recognized as an asset.

'370. The Board concluded that, comsistent with the measurement of other assets, the

participation right should be measured al fiir valve in pertods subsequent to ite acquisition to the
extent that fair value can be reasonably determined. The Board recognizes, however, that some
participating contracts may not provide a basis for a better estimate of fair vatwe than that
provided by amortized cost and concluded that, in that situation, amortized cost should be used.
That conclusion is not intended to permit nse of amorlized cost if that amount is in excess of net
realizable valoe.

371. When if addressed employers' accommting, for pensions, the Board was advised that the
information needed fo treat insurance contracts purchased from an insurance company affiliated
with the employer az investments (that is, to include those contracts and covered benefits in plan
agsets and the accumulated postretirement benefit obligation, respectively) was not available and
wollld nol be cost beneficial to develop. The Board expects that also to he tme for
postretirement benefits. Therefore, this Statement requires only confracts purchased from a
cuptive ingsurance subsidiary, and contracts purchased from an insurance company when there is
reasonable doubt whether the insurance company will meet its obligations under the contract, to
be treated as investments. However, because an employer remaims mdirecily at risk if insurance
contracts are purchased from an affiliate, the Board concladed that disclosure of the approximate
amount of armual benefits covered by those contracts ghould be required.

Insuronce Contracts Used In Setflements

372, As discussed in pamgraph 368, an employer is as fully relieved of the accunulated
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postretirement benefit obligation by the purchase of a participating contract ag it is by the
putchaze of a nonparticipating contract. Consequenily, except as discusecd in paragraphs 369
and 374, the Board concluded that it would be appropriate fo treat a participating contract the
same as a nonparticipating contract and to consider purchases of participating contracts as
settlements of accurmilaled postretirem ent benefit obligations.

373. The Board recognizes that it is difficult to determine the extent to which a participating
contract exposes the purchaser to the risk of unfavorable experience, which wonld be reflected in
lower than expected fature dividends or failure to recover the cost of the participation right. The
Board also recognizes that under some insurance contracts described us parlicipating, the
purchaser might remain subject to all or most of the same risks and rewards of firture experience
that would have existed had the contract not been purchased. The Board also is aware that some
participating contracte may require or permit payment of additional preminms if experience is
unfavorable. The Board concluded that if a participating contract requires or permits payment of
additional preminms because of experience losses, or if the substance of the contract is such that
the purchaser retains all or most of the rclated risks and rewards, the purchase of that contract
doeg not constitute a settlement.

374, If the purchase of a participating contract constitutes a setflement for puposes of this
Statement, recognition of a previously unrecognized net gain or loss is required {paragraphs 93
and 94) except for setlement of a small portion of the accumulated postretirement benefit
obligation (paragraph 95). However, the possibility of a subsequent loss is not completely
eliminated with a participating contract because realization of the participation right iz not
assured, Because of lhe contimuing risk of the participation right, this Statement requires that the
maximum gam subject to recognition ffom a sctiement (paragraph 94) be reduced by an amount
equal to the cost of the participation right before determining the full or pro rata portion of that
maximum gain (paragraph 93 to be recognized.

Multlempleyer Plans

375. Generally, the employers that jarticipate in multiemployer postretitement benefit plans
are similar, in terms-of both nature and industry affiliation, to employers that parficipate in
mudtiemployer pension plans.  Although the plans provide defined benefits, they typically
require a defined contribution from pariicipating employers. Consequently, an employer's
obligation to a multiemployer plan may be changed by events affecting other participating
employers and their employees,

376. At present in the United States, the consequences of an employer's withdmwal from a
multiemployer postretirement benefit plan are different from an employer's withdrawal from a
multiemployer pension plan. In addition to any contraciual requirements, withdrawal from a
multiemployer pension plan is govemed by the Muliiemployer Pension Plan Amendments Act of
1980. An employer withdrawing from a multiemployer postretirement benefit plan is currently
only subject to any contractual requirements.
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377 In a multiemplover setting, eligibility for benefitz is defined by the plan; retired employess
continve to receive benefits whether or not their former employers continue to contribute to the
plan. On the other hand, plan paricpants not yet eligible for benefits may tose acewmnlated
postretirement benefits if their current or former employer withdraws from a plan unless they
tuke or have a job with other employers who participate in the plan. While the plan may have
the option of cancelling the accmed service credils that apply toward the required service, within
the bargaining unit, of plan participants who were employed by a withdrawing employer and
who become or are employed by another participating employer, that rarely occurs becanse of
the difficulty of matching employecs to specific emplayems. For example, in certain industries,
an employee may work for more than one employer in a single day and different employers on
different days, making it difficult to associate any portion of that employee's past service with a
specific employer,

378. The Board considered the substantive differences between a multiemployer plan and a
single-employer plan and concluded that separate disclosure for the two types of plans would
enhance the understandability mnd usefulnesz of the information. This Statement requires
disclogures that provide descripive information about multiemployer plans and the cost
recognized for the period. In some sitnations, employers participating in 2 multiemployer plan
that provides health and welfare benefits to active employess and retirees may be umable to
distinguish the portion of their required contribution that is attributable to poetretirement
benefite. In those situations, the amount of the aggregate contribution to the general health and
welfare benefit plan is to be disclosed. The Board also noted that the provisions of FASB
Statement No. 5, Accounting for Contingencies, apply when additional liabilities, such as a
withdrawal liability or increased comtribution pursuant to a plan's "maintenance of benefits"
clanse, are probable and should be recognized, or are reasonably possible and, therefore, should
Te disclosed.

Multiple-Employer Flans

379. Some plans to which two or more wirelated employers contribute are not multiemployer
plans. Rather, they are in substance more like aggregations of single-employer plans than like
multiemployer plans. In a multiple-employer plan, the plan terms are defined by each
participating employer. Whereas an employer's obligation to a multiemployer plan may be
changed by events affecling other participating employers and their employees, s employer's
accumvlated postretirement benefit obligation in a multiple-employer plan is unchanged by those
evenits. Therefore, the Board concluded that for purposes of this Statement, multipte-employer
plane should be considcred single-employer plans rather than multiemployer plans and each
employer's accounting should be based onits wspeclive interest in the plan.

Postretirement Benefit Plans outside the Uniled States

380. The Bourd understands that cmployer-provided postretirement benefits currently are not

prevalent outside the United States. [n countries where those plans are provided, the Board

believes that this Statement should be applied. The Board is not aware of extraordinary
1 .
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prohlems arising from the application of Statement 87 to foreign plans, and those requirements
ure bagsed on actvarial calculations and asswmptions similer to those needed to apply this
Statement. Themfore, The provisions of this Statemnent are equally applicable to postretirement
benefit plans in the United States and in other countries.

381. The Board concluded, however, that practical problems could arise in communicating the
requirements of and obtaining the information necessary for initial application of this Statement
to plans outside the United States. The Board concluded that allowing an extra two years before
application iz required would give employers time to make necessary arrangements in an orderly
manner and would reduce the cost of transition. Unless the accumulated postretirement benefit
obligation of the plans outside the United States is significant relative to the accnmulated
postretirement benefit obligation for all of an employer's postretirement benefit plane, the Board
conclnded that disclosures for those plans could be combined with disclosures for plans in the
United States.

Defined Contribution Plans

382, The Board concluded that in most cases the formula in @ defined contribution plm
unambiguously assigns conlribulions to periods of employee service. The employer's present
obligation under the terms of the plan is fully saticfied when the contributicn for the period is
made, provided that costs (defined contributions) are not being deferred and recognized in
periods after the related service period of the individual to whose account the contributions are to
be made. The Board concluded that defined contribution plans are sufficienfly different from
defined benefit plans that disclosures about the two types of plans should not be combined. The
disclosures abont defmed conimbution plans required by this Statement are limited to a
description of the plan, the basis for determining contributions, the nature and effect of
sigmificant matters affecting comparability of information presented, and the cost recognized
during the period.

Bustness Combinations

383. Opimon 16 requires that, in a business combination accounted for as a purchase, m
aequiring company allncate the cost of an acquired company to the assetz acquired and the
obligations ‘assamed. Paragraph 88 of that Opinion sets forth general gnides for assigning
amounts to the mdividual assets acquired and liabilities assumed, and includes in that list
Habilities and accruals, such as deferred compensation, measured at the present value of the
amounts to be paid determined at appropriete current interest rates. Practice has been mixed,
with mosl acquinng compames assigning no value to those postretirement benefil obligati oms.

384, Thir Stalement amends Opinion 16 to clarify that, in a biusiness combination acconnted for
as 1 purchase, the purcheser recognize a postrelirement benefit obligation (usset) for any
agsumed accumulated postretirement benefit obligation in excese of (lese than) plan assets. That
obligation (assct) is to be measured using the assumptions that reflect the purchaser's assessment
of relevant firture events. The terms of the substantive plan as determined by the purchaser may
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differ from the acquired company’s plan if the criteria set forth in paragraph 24 for defining the
substantive plan that is the basis of the accounting are salisfied. The Beard concluded that those
criteria apply equally in establisking an obligation that is assumed and an obligation that arises
from the exchange of benefits for employee service.

385. Improvements to the acquired company's ptan that are attributed to employee service prior
to the date the business combination is consummated and that are conditions of the purchase
agreement are not to be mccounted for as prior service cost, but as part of the purchase
agreement. Other improvements to the plan that are not part of the purchase agreement are to be
acconnted for as prior service cost to the extent they are attributable to employees’ prior scrvice
pursuznt to this Statement. If it is expected that the plan will be terminated or curtailed, the
effects of those actions should be reflected in measuring the acenmulated postretirement benefit
ohligation.

386, The Doard comclusled ihal measurement of the unfinded or overfunded accumnulated
postretirement benefit obligation defined by this Statement genemlly is consistent with
measurement of a pension benefit obligation (or asset) assumed in a business combination
accounted for as a purchase pursuant {o paragraph 88 of Cpinion 16, as amended by paragraph
75 of Statement 87. One result of the acconnting required by this Statement is that the effects of
plan amendments and gains and losses of the acquired company's plan that occurred before the
acquisition are not a part of future postretirement benefit cost of the acquiring company. That is
cangistent with purchase accounting as defined by Opinion 16, which specifies that a new basis
of accounting reflect the bargained (fair) value of assets acquired and hahilities assamed whether
or not those values were previously reflected in the acquired company's financial statements.

387. The Board concluded that no recognition of additional liabilities for multiemployer plans
should be required under Opinion 16 unless conditions exist that make an additional liability
probable. The Board was nol convinced that there ordinarly is an obligation for firture
contributions to a multiemployer plan or that recognition of any contractual withdrawal hiability
wonld provide usefiil information about such an obligation, absent a probable withdrawal.

Effective Dates

388. The Exposure Draft proposed that this Statement generally be effective for fiscal years
beginning after December 15, 1991. Most respondents urged the Board to delay the proposed
effective date for al least one year because of their concerns about the availability and reliability
of data necessary to mensure employers' postretirement benefit obligations and cost. Other
respondents noted the significant tmprovement to financial statements resulting from adoption of
the acconnting required by this Statement and suggested accelerating the effective date.

389. The Board decided to allow more than the normal amount of time between issnance of this
Statement and its required applicalion to give employers and their advisors time to assimilate the
requirements and to obtain the information required. The Board concluded that an additional
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adequate for those purposes. As noted previously, the Board also allowed an additional two
years before employers are required to apply the provisions of this Statement to plans outside the

United States and before certain small employers are required to apply those provisions.

one-year delay in the general effective date to fiscal years beginning after December 15, 1992, is
Paragraph 267 discusses the effective date for the amendment of Opinion: 12.
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Recognition of net cost

Service cost

Interest cost

Actuai return on plan assets

Prior service cost

Measurement

Amortization

Actuarial present value (APV) of EBO allocated toa
periad of employee service during attribution period

Accrual of interest, to reflect cffects of passage oftime
ort the accumulated benefi obligation I

Actual return based an fair vatue (FV) of plan assets at
beginming and end of period, adjusted for contributions
and benefit payments

Plan initiations and amendments treated as retroactive
except for plan initiations that specifically provide new
benefits only in exchange for future service

Change in ABO for new or amended benefits granted to
ptan participants

Delayed;, equal amount assigned to each fiture year of
service ta full ekigibility date of sach active plan
participant

Presumplion of econamic benefit in fulure years, can
overcome presumption if evidence that increasing plan
benefits has no future economic benefit for the
empioyer

Ifall or almost all participanis are fully eligible for
benefits, their remaining life expectancy used, rather
than future service period
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Same as for other postretirement benefits
Same as for other postretirement benefits

Same as for ceher postretirement benefits

Retroactive benefits defined by plan iniliation or
amendment

Same as for other postrétirement benefits

Delayed, equal amount assigned to cach fishre year of
service of each active plan participant

Same as for other postretirement benefits
1 91l or ahmost all participants are inactive, their

remaining life expectancy used, rather than remaining
service period
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Negative plan amendment

Gains and losses

Recognition

Minimum amortization

Alternative approaches permitted that more rapidly
reduce unrecagnized cost

Trmediate recognition of effect precluded initially
offsets existing unrecognized prior service cost and
unrecognized transition obligation, belance is amoetized

Changes i1 ABO and plan assets from experience
different from that assumed or from changes in
assumpLions

Gain-toss component of net cost consists of (a)
differences between actual and expecied retum on plan
assets, (b) amortization of unrecognized net gain or
loss, and (€} amaount. immediately recopnized as a gain
or loss due Lo decision to temporarily deviate from
substantive plan; asset gains/losses not reflected n
market-releted valie (MRV)§ requirsd to be amortized

Either immediate or delayed if immediate, gains
(losses) that do not offset previously recognized losses
(gains) first rechuce any unrecogrized transition
obligation (asset) ’

Unrecognized net gain or loss in excess of 10 percent of
greater of ABQ or MRV of plan assels, amottized over
average remaining service period of adive plan
participants

If all or almost all participants are inactive, amortized
aver their average remaining life expectancy rather than
aver remaining service period
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Same as for ather postretirement benefils

Same treatment as pension benefit inerease

Same as for ather postretirement benefits

Except for (cj, same as for other postretirement benefits

Either immediate (withour offsetting amy unrecognized
transition abligation or asset) or delayed

Same as for other postretirement benefits

Same as for other postretirement benefits
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Definition of plan assets Assets segregated and restricted for sole purpose of Same as for oiher postretirement benefits

praviding the defined benefit
Recognition di mindmum Recognition of minimum liability not required ABO (for all plan panticipants) in excess of FV of plan
Hability asses
If additiomai liubility recognized, contra amount
recognized first as intangible asset up to amount of
unrecognized prior service cost and imrecognized
transition obligation, with my excess reported as
reduction of equity
Business combinations Measure obligation assumed as infunded ABO forzll  Same as for other pestretirernent benefits
plan participarks, using purdnaser's assumptions
! Transition
Measurement QOver- or underfunded ABG for all plan partivipants Same as for other postretirement benefits
Recognition Either immediate or delayed Delayed recognition required
1f immediate, amount stiributable to plan initiation or ~ Immediate recognition precluded
benefit improvements adopted after December 21, 1990
treated as unrecognized peior service cogt and amoenat
attributable to purchase business combinations
consmmated afler December 21, 1990 treated as
retroactive adjustment of purchase price allocation
i If delayed, amuorlized on straight-line basis over average Amortized on a siraight-line basis over average remaining
| remaining service period of active plan participants; service period of active plan participants
‘ cannot be less rapid than pay-as-you-go cost
If amortization period determined above is less than 20 If amortization period determined above is less than 135
years, may use a 20-year period years, may Bse a 15-year period
Copyright 1230, Finznein Accornting Standards Board Mot for redistbution
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If atl or alrmodt all participants are inactive, their Same es for oller posiretirernent benefits
average remaining life expectancy used
Disclosure Similar to disclosures required by Statement 87, Disclosures required by Statement 87

supplemented by disclosure of deseriptive information
about the substantive plan, amortization of transition
obligation or asset, assumed health care cost trend rate,
and the effect on the measure of the ABO and aggregate
of service and interest cost components of net perindic
cost of & one-percentage-point increase in the health
care cost trend rate, hobding all other assumptions
constant

Disclosures for plans in and outside the United States ~ Disclosures foe plans in #nd outside the United States
may be combined unless ABO for plans outside the may not be combined unless those plans use simifar
Urnted States is significant relative 1o aggregate ABO  economic assumplions

Naie: This appendix compares employers accounting for a pestrerivement besezfit pdast with employers' accounting for a nen-proerelaied pension
plan because most postretirement benefit plans (in partionlar, postreticement health carg pians) do not have benefit fortnulas that are pay related.

* Conditions {8) and (b) are subject te the criteria in paragraph 25.

T Expectad benefit obligation {EBC)—actuarial present value (AFV) as of a panticular date of posiretirement benefits expectedto be paid to or for
a current plan participant.

td kated benefit obligation (ABO)—the portion of EBO attributed to service rendered to a specified date. That portien for a pension pian
wilh a benefit formula that is pay related is referred to as the projected benefit obiigarion. However, for a pension plan with a benefit formula that
excludes the effects of fitire compensation levels, the accumulated benefit obligation is the appropriale measure of the pension cbligation for
comparative purposes throughout this appendix,

§ Marlet-relmed value (MRI)—either faic market value or a caloalaled value thar recognizes changes in fair value in 2 systematic and ratioak
manner over not more than five years,
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Appendix C: ILLUSTRATIONS

Introduction

391, This appendix provides additional discussion and examples that illustrate the applicalion
of certain requitements of this Statement to specific aspects of employers' accownting for
postretirement benefits other than pensions. The illustrations are referenced to the applicable
paragraph{g) of the standards section of this Statement where appropriate. Certain illustrations
have been included to facilitate the understanding and application of certain provisions of this
Statement that apply in specific circumstances that may not be encountered frequently by
employers. The foct paiterns shown may not be representative of actual situations but are
presented only to illustrate those requirements.

392, Throughout these illustrafions the accumulated postretirement benefit obligation and
service cost are assumed as inputs rather than calenlated based on seme underiying population.
For eimplicity. benefit payments arc assumed to be made at the end of the year, service cost is
assumed to include interest on the portion of the expected postretirement benefil obligation
attribirted to the murent year, and interest cost is based on the accumulated postretirement henefit
obkgation as of the beginning of the year. For unfunded plans, benefits are nssumed to be pad
direetly by the employer and are reflected as a reduction in the accrued postretirement benefit
cost. The required disclosure of the reconciliation of the funded status of the plan is illustrated
in many of the cases, however, for simplicity, the components of the accumulated postretirement
benefil obligation are not meluded in those reconciliations as required by paragraph 74(c)(2). In
many of the cases, application of the underlying concepts has been simplified by focusing on a
single employee for purposes of illustration. In practice, the determination of the full eligibility
date and the measurement of postretirement benefit cost and obligation are based on employee
groupe and consider various possible retirement dates and the probabilities associated with
retirement at each of those dates.

Hlustration 1—Tlustration of Terms

Case IA—Expected Posiretirement Benefit Obligation and Aceam ulated Postretirement Benefit
Cbligation

393, This Statement uses two terms to describe certain measures of the obligation to provide
postretirement benefits: expected postretirement benefit  obligation and  accumuilated
postretirement benefit obligation.  The expected postretirement benefit obligation for an
employee is the actuarial present value as of a measurement date of the postretirement benefits
expecied to be paid to or for the employee, the employec's beneficiaries, and any covered
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dependents, Prior to the date on which an employee attaing full efigibility for the benefits that
employee iz cxpected to omm under the terms of the postretirement benefit plan (the full
eligibility date), the accumulated postretirement benefit obligation for an employee is a portion
of the expected postretirement benefit obligation. On and afier the full eligibility date, the
accumulated postretirement benefit obligation and the cxpeeted postretirement benefit obligation
for an employes are the same. (Refer to paragraphs 20 and 21.) The following example
iltustrates the notion of the expected posiretiremenl benefit obligation and the relatonship
between Lhat obligation and the accumulated postretirement benefil obligation al varions dates.

304 Company A's plan provides postretirement health care benefils o afll employees who
render at least 10 years of service and attain age 55 while in service. A 50-year-old employee,
hired Jamary 1, 1973 at age 30 and eligible for benefite upon attaining age 535, is expected to
terminate employment at age 62 and is ¢xpected to live to age 77, A discount rate of 8 percent is
assmed.

At December 3t, 1992, Company A estimates the expected amownt and timing of benefit
payments for that employee as follows:

Expecied Present Value at Ape

Age Future Claims 30 33 3%
63 $2,796 $1,028 $1,295 31511
44 3,003 1,052 1,326 1,547
85 856 270 339 396
66 947 278 348 406
67 1,051 284 357 417
68 1,161 291 366 427
69 1,282 297 31 436
70 1,425 3066 3835 449
n 1,577 313 3 460
T2 1,744 321 404 171
73 1,934 aze 4135 484
74 2,137 337 424 495
75 2,367 346 433 508
76 2,620 354 446 520
77 3,899 488 615 717

$28.889 $6.292 $7.923 $9.244

395 The expected and accumlated postretiroment benefit obligations at December 31, 1992
(age 50) are $6,292 and $5,034 (20/23 of $6,292), respectively. An equal amount of the
expected postreirement benefil obligation is attribuled to each year of service ffom the
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employee's date of hire to the employes’s full eligibility date (age 55) (paragraphs 43 and 44).
Therefore, when the employes is age 50, the sccumulated postretitement benefit obligation is
mensired az 20/25 of the expected postretirement bemefit obligation, as the employee has
rendered 20 years of the 25-year credited service period. Refer to Case 1B (paragraphs 397-408)
for additional ilustrations on the full eligibility date and Case 1C (paragraphs 409-412) for
additional illustrations on attribution.

396. Assuming no changes in health care costs or other circumstances, the accumulated
postretirament benefit obligation at December 31, 1995 {age 33) is $7,289 (23/25 of $7,923). At
the end of the employee's 25th year of service and thereafler, the cxpected postrefirement benefit
obligation and the accunulated postretirentent benefit obligation are equal. In this example, at
December 31, 1997, when the employee is 55 and fully eligible for benefits, the accumulated and’
expecled postretirement benefil obligations are $9,244. At the end of the 26th year of service
(December 31, 1998) when the cmployee is 56, those obligations are $9,984 ($9,244 plus interest
at ] percent for | year).

Case IB—Full Eligibility Date

397. The fiill eligibility date (parsgraph 21) is the date at which an employec has rendered all
of the service necessary to have emmed the right to receive all of the benefits expected to be
teceived by that employee under the terms of the postretiremment benefit plan. Therefore, the
present value of all of the benefits axpected to be received by or on behalf of an employee is
attribited to the employee's credited service period, which ends at the full eligibility date.
Determination of an employee's full eligibility date is affected by plan terms that provide
incremental benefits expected to be recetved by the employee for additional years of service,
unless those incremental benefits are trivial, Determination of the foll eligibility date is ror
affected by an employee's current dependency status or by plan terms that define when benefit

payments commence. The following examples (paragraphs 398-408) are presented to assist in
undetstanding the fill eligibility date,

Pians That Provide Incremensal Bengfits for Additiona! Years af Service
Graded beneflt formmla

398. Some plans have benefit formulas that define different benefits for different years of
service. To illustrate, assume a plan in which the percentage of postretirement health care
coverage to be provided by an emplover is defined by proups of years of service. The plan
provides 20 percent. postretirement health care coverage for 10 years of service after age 35, 50
percent for 20 years of service after age 35, 70 percent for 25 years of service after age 35, and
100 percent for 30 years of service after age 35. The full eligibility date for an employee who
was hired at age 35 and iz expected to retire at age 62 is at age 60. At that date the employee has
rendered 25 yeam of service after age 35 and is eligible to receive a benefit of 70 percent health
care coverage after retirement. The employee receives no additional benefits for the last two
years of service,
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Pay-related plans

399 Some plans may base the amount of benefits or level of benefit coverage on employees’
compensation, for example, as a percemtage of their final pay. To the extent the plan's
postretirement benefit formula defines benefits wholly or partislly as a function of future
compensation (that ia, fhe plan provides incremental benefits for additional years of service when
it 1s assumed that final pay will increase), defermination of the full eligibility date for an
employee is affected by those additional years of service the employes is expected to render
(paragraph 21). In addition, measurements of the postretirement benefit obligation and service
cost reflect the best estimate of employees' fiture compensation levels {paragraph 33).

400.  For example, assume g plan provides life insurance benefits to employees who render 20
years of service and attin age 53 while in service; the benefitis aqual to 20 percent of final pay.
A 55-year-old employee, who currenfly earns a salary of $90,000, has worked 22 yenars for the
company. The employee is expected to retire at age 60 and is expected to be carning £120,000 at
that time, The employee is eligible for life insurance coverage under the plan at age 535, when
the employee has met the age and service requirements. However, because the employee's salary
continues to increase each year, the employee is not fiully eligible for benefits until age 60 when
the employee relites becanse the employee eams an incremental benefit (or each additional year
of service beyond age 55. That is, the employee earns an additional benefit equal to 20 percent
of the increase in salary each year from age 55 to retirement at age 60 for service during each of
those years.

Spousal coverage

401. Some postretirement benefit plans provide spousal or dependent caverage or both if the
employee works a specified number of years bevond the date at which the employee attains
eligibility for single coverage. For example, 3 posiretirement health care plan provides single
coverage to employees who work 10 years and attain age 50 while in service; the plan provides
coverage for dependents if the employee works 20 yemrs and attains age 60 while in service.
Because the additional 10 years of service may provide an incremental benefit to employees, for
employees expected to satisfy the age and service requirements and to have covered dependents
during the period following the employee's refirement, their full eligibility date is the date at
which they have both rendered 20 years of service and allained age 60 while in service. For
employees not expected to have covered dependents after their retirement or who are not
expected to render at least 20 years of service or attain age 60 while in service, or both, their fufl
eligibility date is the date at which they have both rendered 10 years of service md attained age
50 while in service.

Bingle Plan Frovides Health Care and Life Tnsumnee Bengfls

402. Some postretirement benefit plans may have different eligibility requirements for different
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types of benefits. TFor example, assume a plan provides a postretirement death benefit of
$100,000 to employees who render 20 or more years of service. Fifly percent health care
coversge is provided to eligible employees who render 10 years of service, 70 percent covernge
to those who render 2C years of service, and 100 percent coverage to those who render 30 years
of service. Employees are eligible for the health care and death benefits if they attain age 55
while in service.

403. The full eligibility date for an individual hired at age 30 and expected to terminate
employment at age 62 is the date on which that employee has rendered 30 years of service and
allained age 55 while in service {age 60 in this cxample). At that date the employee is eligible
for all of the benefits expected to be paid to or on behalf of that employee under the
postretirement benefit plan ($100,000 death benefite and 100 percent health care coverage). The
[l eligiliility date for an employee hired at age 37 and expected to retire at age 62 is the date on
which that employec has rendered 20 yems of service and attained age 55 while in service (age
57 in this example). At that date the employee is eligible for all of the benefits expected to be
paid to or on behalf of that employee under the postretirement benefit plan ($100,000 death
benefits and 70 percent health care coverage).

Plans Thet Provide Benefiiy Based on States of Daie of Termination

404, Some postretirement benefit plans provide coverage for the spouse to whom an employes
is married when the employee terminates service; that is, the marital statos of an employee vpon
termination of employment determines whether single or spousal coverage is to be provided. In
measuring the expected postretirement benefit obligation, consideration is given to factors such
a8 when benefit coverage will commence, who will receive benefits (employee and any covered
dependents), and the expected need for and utilization of benefit coverage. However,
determination of an employee's full eligibility date s not affected by plan terms that define when
payments commence or by an employee's current marital (or dependent) statns {paragraph 21).

405. For example, assume a plan provides postretirement health care coverage to employees
who render at least 10 years of service and attain age 55 while in service, health care coverage
also is provided to employees’ spouses at the date of the employees' retirement. A 55-year-old
employee is single, has worked for the company for 30 years, and is expected to marry at age 59
and to retire at age 62, Althongh the employee is entifled to spousal coverage only if married at
retirement, at age 55 the employee has earned the right to spousal coverage. The probability that
the employee will be married when the employee fetires is included in the actuarial assumptions
developed to measure the expected postretirement benefit obligation for that plan participant.
The full eligibility date (age 55 in thiz example) is not affected by that measurement assumption.

Postretirement Benefits i Be Recelved by Dis Pilan I

406. Some plans provide postretirement benefits to disabled employees. For example,

. Company B provides disability income and health care benefits to employees who become
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disabled while in service and have rendered 10 or more years of service. Retirce health care
benefits are provided to employees who render 20 or mare years of service and sttmin age 55
while in service. Employees receiving dizability benefits confinue to ncerne "credit” toward their
eligibility for retiree health care benefits. Under this plan, sn employec hired at age 23, who
becomes permanently disabled at age 40, is entided to receive reliree health care benefits
comimencing at age 35 (in addiion to any disalility income benefils commencing al age 40)
because that employee worked for Company B for more than 10 years before becoming disabled.
Under the terms of the plan the employee is given credit for working to age 55 even though no
actual service is rendered by the employee after the disabling event occurs.

407. Becanac the employee i permancntly disabled, the full eligibility date is accclerated to
recognize the shorter period of service required to be rendered in exchange for the retivee health
care benefits—in this case the fitll eligibility date is age 40, the date of the disabling event. Fora
similar empleyee who is temporarily disabled at age 40 but returns to work and attains age 535
while in setvice, the full eligibility date is age 55. Company B's expected postretirement benefit
health care obligation for the permanently disabled employee is based on the employee's
expecled health care costs commencing at age 55 and is attribited ratably to that employee's
active service to age 40, -

408, Oaly some employea: become and remain disabled  Therefore, in meanuing the expected
postretirement benefit obligation and in determining the attnbution period for plan participants
expected to become disabled, the probahility and timing of a disabling event is considered in
determining whether employees are likely to become disabled and whether they will be entifled
to receive postretirement benefits. -

Case IC—Autribution

Attribuion Period

409. Paragraph 44 states that the begitming of the ateribution period shall be the dete of hire
urless the plan's benefit formula grants credit only for service from a later date, in which case
benefits generally shall be attributed from the beginning of that credited service period. For
example, for a plan that provides benefit coverage to employees who render 30 or more years of
service or who render al feas! [0 years of service and attain age 55 while in service, without
specifying when the credited service period bemins, the expected postretirement benefit
obligation is attributed to service from the date of hire to the earlier of the date at which a plan
participant has rendered 30 yeurs of service or has rendered 10 yesrs of service and attained age
55 while in service. However, for a plan that provides benefit coverage to employees who
render at least 20 years of service afler age 35, the expected postretirement benefit obligation is
attributed to a plan participant's first 20 years of service after attaining age 35 or after the date of
hire, 1f later than age 35.

410. For a plan with a benefit formula that attributes benefits to a credited service period that is
nominal in relation to employees' tolal yemrs of service prior to their foll eligibility dates, an
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equal amount of the expected postretirement benefit obligation for an employee is attributed fo
each year of that employee's service from date of hire to date of full eligibility for benefite. For
example, a plan with a benefit formula that defines 100 percent. benefit coverage for service for
the year in which employees attain age 60 has a l-year credited service period. If plan
participants are expected to have rendered an average of 20 years of service at age 60, the
credited service period iz nominal in relalion to their total years of service prior to their full
cligibility dates. In that case, the service cost is recognized from date of hire to age 60.

Attrifating Peatlers

411, Far all plans, except thase that "frontload" benefits, the expected postretirement benefit
obligation is attributed ratably to each year of service in the attribution period (paragraph 43).
That is, an equal amount of the expected postretirement. benefit obligation is attribnted to each
year of service from the employee’s date of hire or beginning of the credited service period, if
later, to the employee's full eligibility datc unless (a) the credited service period is nominal
relative to the total years of service prior to the full eligibility date (paragraph 410) or (b} the
benefit forrula frontloads benefits (paragraph 412).

Fronilorded plans

412, Some plans may have a benefit formula that defines benefits in terms of speaific periods
of gervice to be rendered in exchange for those benefits but attributes all or a disproportionate
share of the expected postretirement benefit obligation to employees' early years of service in the
credited service period. An example would be a life insurance plan that provides postretirement
death benefits of $250,000 for 10 years of service after age 45 and $5,000 of additional death
benefits for each year of service thereafter up to age 65 (maximem benefit of $300,000). For
plans that frontload the benefit, the expected postretirement benefit obligation is attributed to
employee service in accordance with the plan's benefit formula (paragraph 43). In this example,
the actuarial present valne of a $25,000 death benefit is attributed to each of the first 10 years of
service after age 45, and the actuarial preeent value of an additional $5,000 death benefit is
attributed to each year of service thereafter up to age 5.

Case 1D-—Individual Deferred Comp ion Contracis

413.  An employer may provide postretirement benefits to selected employees under individual
contracts with specific terms determined on an individual-by-individval besis, Paragraph 13 of
this Statement amends APB Opinion No. 12, Ommibus Opinion—1967, to atiribute thoge benefits
to the individual employee's years of service following the terms of the contract. Paragraphs
414-416 illustrate the application of paragraph 13 for individual deferred compensation
contracts.

Contract Provides Only Prospective Bengflis
414. A company enters into a deferred compensation contract with an employee at the date of
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hire. The contract provides for & payment of $150,000 upon temnination of cmployment
following a minimum 3-year service period. The contract provides for a compensation
adjustment for each yesr of service afler the third year determined by multiplying £130,000 by
the company's return on equity for the year. Also, each year after the third year of service,
interest at 10 percent per year is credited on the nmount due under the contract at the beginning
of that year. Accordingly, a tHability of $150,000 is accrued in a systematic and rational manner
over the employee's first 3 years of service, Following the third year of service, the acerued
liability is adjusted annually for zccrued interest and the increased or decreased compensation
based on the company’s retum on equity for that year. Al the end of the thitd vear and each
subsequent year of the employee’s service, the amount accrued enquals the then pregent value of
the benefit expected to be paid in exchange far the employee's service rendered to that date.

Contract Provides Retroactive Benefite

415. A company enters into a contract with a 55-vear-old employee who has worked 5 years
for the company. The contract states that in exchange for past and future services and for
scrving as a consultant for 2 years after the employee retires, the company will pay an annual
pension of $20,000 to the employee, commencing immediately upon the employee's retirement.
It is expected that the future bemefits fo the employer from the consulting services will be
mintmal. Consequently, the actnarial present value of a lifetime annuity of $20,000 that begins
at the emplovee's expected retirement date is accrued at the date the contract is entered into
because the employee is fully eligible for the pension benefit at that date.

416 If the terms of the contract described in paragraph 415 had stated that the employee is
entitled to the pension benefit only if the sum of the employee’s age and years of service equal 70
of more at the date of retirement, the employee would be fully eligible for the pension benefit at
age 60, after rendering 5 more years of service. The actuarial present value of a lifetime annuity
of $20,000 that begins at the expected retirement date would be accrued in a systematic and
rational mamer over the $-year period from the date the contract is entered into to the date the
employee is fully eligible for the pension benefit.

Tllnstration 2—Delayed Recognition and Reconciliation of Funded Status

417. Pursuant to the provisions of this Statement, the recognition of certain changes affecting
measurement of the accumulated postretirement benefit obligation or the fair value of plan assets
may be delayed. Those changes include plan amendments (paragraph 51 and gaing and losses
due to experience different from that assumed or from changes in assumptons {paragraph 56).
Information about the effect of the changes that have been afforded delayed recognition is
provided through disclosure of the reconcilistion of the funded status of a plan to the accrued or
prepaid postretirement benefit cost recognized in the employer's statement of financial position
(paragraph 74(c)). The following cases (2A-2E, paragraphs 418-429) show how events that
change the accumulated postretirement benefit obligation are reflected in that reconciliation.
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Case 24—Unrecognized Obligation at Date of Transition

418. For an unfunded plan with an accumulated postretirement benefit obligation of 600,000
at the date of transition (January 1, 1993), the reconciliation of the funded status of the plan with
the amonnt shown in the statement of financial position as of that date is aa follows:

Accumulated posiretirement benefit obligation $(600,000)*
Plan assets at fair value ) 0
Funded status (600,000)
Tramsition obligation at JTamary 1, 1993 __600,000
(Accrued)/prepaid postretirement benefit cost 3 0

8The actuarial present value of the obligation for fully eligible plan participants® expected postretirement benefits
and the portion of the expected postretirement benefit obligation for other active plan participants attributed to
service to December 31, 1992. For example, assume a plan provides berefits to employees who reader st least 20
veas of service afler age 35. For employees age 45 with 10 years of service al December 31, 1992, the
accumuisted postreliremen| benefi obligation is 50% of the expecied postrelirement benefit obligation for those
employees, For emplayees age 53 or older who have rendered 20 or more years of setvice at December 31, 1992
and retirees (collectively referred to ns fully eligible plan participants), the accumulated postretirement benefit
obligation is the full amount of the expected postretirement benefit abligation for those emplayces.

419, The transiion obligation or asset is the difference between {(a) the accumuluted
postretirement benefit obligation and (b) the fair value of plan assets plus any recognized
accmed postretitement benefit cost or less any recognized prepaid postretirement benefit cost at
the date of transition (paragraph 110). If, as in this case, advance contributions were not made
and postretirement benefit cost was not accrued in prior periods, there is no accrued or prepaid
postretirement benefit cost recognized in the statement of financial posttion, and, therefors, the
transition obligation is equal to the unfimded status ($600,000),

U ired A affer Date of Tromitic

420, After the date of transition, any change in the accumulated postretirement benefit
obligation or the plan assets {pther than contributions and benefil payments) either is
atwrecognized, due to the delayed recognition provisions of this Statement, or is included in et
periodic postretirement bemefit cost.  Contributions by the employer incresse plan assefs and
decrease the accreed postretitement benefit cost or increase the prepaid postretirement benefit
cost, subject to the provision of parageaph 112 requiring recognition of an additional amount of
the untecognized transition obligation in certain sttuations. Al changes in the accumulated
postretirement benefit obligation and plan assete are reflected in the reconciliation. Using Case
2A ap the starting point, the following reconciliations (Cases 2B-2E) illustrate the effect of
changes in assumptions or changes in (he plan on measmrement of the accumulated
postretirement benefit obligation.
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Case 2B—Employer Accrual of Net Periedic Postretirement Benefit Cost

421. Benefit payments of $42,000 are made at the end of 1993. Changes in accrued
postretiremerit benefit cost, accurmulated postretiternent benefit obligation, and wrecognized
transition obligation in 1993 are summarized as follows:

Accumulated
Accrued Postretirement  Unrecognized
Postretirement Benefil Transition
Benefit Cost . _Obligation, ~ _Ohligation
Beginning of year E 0 £ (600.000) $600,000
Recognition of components of net
periodic postretirement benefit cost
Service cosl (32,000% (32,0000
Interest coat @ (48,000) (42,000)
Amartization of transition obigation b (30,000) - 30,000y
{110,000 (80,000) (30,000)
Benefit payments _A42.000 _42.000
Net change (68.000) (38,000} 30.000)
End of year £(63.000) E(638.0003 $370.000

2 Assumed diseount rate of 8% upplied fo the accumnlated postretirement benefit ohligation at the beginning of the
year.

Y The trmsition obligation of $600,000 is amontized on a straight-line basis over 20 years. Illusiratfon 3, Case 3B,
(paragraphs 435-442) illustrates the comstraint on delayed recognition of the transition obligation pursnant to

paragraph 112,

422, The finded status of the plan at Janvnary 1, 1993 and Decernber 31, 1993 is reconciled
with the amount shown in the statement of financial position at those dates as follows:

11/93 NetChapge 128183

Accumulated postretirement benefil

obligation $(600,000) $(38,000) $(638,000}
Plan assets at fair value 0 0
Funded status (600,000) (38,000 (638,000}
Unrecogrized transition obligation 600,000 (30,000) 570,000
Accrued postretirement benefit cost 3 0 $(68.000) $ (68.000)
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Case 20—Plan A dment That I Benefils

423, The plan is amended on Jannary 2, 1994, resulting in a $90,000 increase in the accumulated
postretirement benefit obligation. ‘The effects of plan amendments are reflected immediately in
measurement of the acowmulated postretirement benefit obligation, however, the effects of the
amendment are not recognized immediately in the financial statements, but rather are recognized
on = delayed basis (paragraph 52).

424, Benefit payments of $3%,000 arc made at the end of 1994. Changes in accrned
postretirement benefit cost, accummlated postretirement benefit obligation, wnrecognized
lyansition obligation, and unrecognized prior service cost in 1994 are summarized as follows:

Accrued Accurulated Unrecognized
Postretirement  Posiretfrement  Unrecognlzed Prior
Benellt Benefit Transition Service
—Lost___ _Obligation_.  Obligation —Cosf
Beginming of year $ (68,000) $(638.000) $570.000 3 0
Plan amendment (90,000) 90,000
Recopnition of components
of net periodic posiretirement
cost:
Service cost (30,000) (30,0007
Interest cost ® (58,240) (58,240)
Armortization of transition
obligation (30,000) (30,000)
Amortization of prior
service cost (9,000 (9,000
(127,240) (178.240) (30,000) 81,000
Benefit payments —_29.000 39,000
Net chiange _(88.240) {139.240) _(30.000) _8L000
End of year S(156 2400 $(777.240) 3240.000 - 381000

2 pgsumed discount rate of 8% applied to the accumulated postretirement benefit obligation at the beginning of the
year and to the increase in that obligation for the unrecognized prior service cost at ihe date of the plan amendment
[(8638,000 x 8%) -+ (590,000 x 8%)].

b Ag permitted by parngeaph 532, prior service cost of 390,000 is amortized on a straight-line basie over the average
remaining years of service to fid! efigibility for benefits of the active plan participants (10 years in this example).

425. The funded status of the plan at December 31, 1993 and 1994 is reconciled with amount
shown in the statement of financial position at those dates a2 follows:
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1201/93 Net Change - 12/31/94

Accumulated postretirtement benetit

obligation $(638,000) $(139,240) $(777,240)
Plan assets at fair value 0 b
Funded status (638,000) (139,240) (777,240)
Unrecognized prior service cost 4] 81,000 81,000
Unrecognized transition cbligation 570,000 (30.000) 540,000

Accrued postretirement benefit cost & _{68.000) 3 (88.240) 156240

Case 2D Negative Plurn Amendment

426, The plan is amended on Jammry 4, 1995, resulting in a $99,000 reduction in the
accunmulated postretirement benefit abligation. As with a plan amendment that increases
benefits, the effect of a negative plan amendment (an amendment that decreases benefits) is
reflected immediately in the measurement of the acenmulated postretirement benefit obligation.
The effects of the negative plan amendment are recognized by first reducing any existing
unrecognized prior service cost and then any existing unrecognized transition obligation;, the
remainder is recognized in the financial statements on a delayed basis.

427. Benefit payments in 1995 are $40,000. Changes in accrued postretirement benefil cost,
accumulated postretirement bemefit obligation, unrecognized transiion obligation, and
unrecognized prior service cost in 1993 are summarized as follows:

Accrued Accumulated Unrecognized
Postretlrement  Postretirement  Unrecogrized Prior
Benefit Benefit Transition Service
—Cogt ~ __Obligallon . _Obligation  __Cosl
Beginning of year $(156,240) $(777.240) $540,000 $ 81,000
Plan amendment & 99,000 (18,000) (81,000)
Recognition of components of
net periodic postretirement
. benefit cost:
Service cost (30,000) {30,000
Interest cost B (54,239} (54,259}
Amortization of transition
obligation © (29,000) (25,000)
Amortization of prior
service cost 1] 0
(113,259) 14,741 (47,0000 (81,000)
Benefit payments 40,400 40,000
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Net change (73,259} 54741 {47,000} {81.000)
End of year 30222.492) (222,499 $492.000 -

Aparagraph 53 requires that the effects of a plan amendment that reduces the accumulated postretirement benefit
obligation be used first to reduce any existing unrecognized prior service cost, then any unrecognized transition
obligation. Any remaming effects are recognized on a delayed basis over the remaining yeas of service to full
eligibility for those plan participants who were active at the date of the smendment. If @] or almost all of the plan
participants were fully eligible at that date, the remaming effects should be recognized over the remaining life
expectancy of these plan paricipants, .

b Assumed discomnt rate of 8% applied to the accumulated postretirement benefit abligation at the beginning of the -
year and to the decrease in that obligation o the date of the plan amendment [($777,240 x 8%%) - ($99,000 x 8%}}.
ClJoreognized trangition obligation of $522,000 ($540,000 - $18,000) is amortized on & straight-line basis over the -
18 years remaining in the transition period.

428, The funded stams of the plan at December 31, 1994 and 1995 is reconciled with the
amourtt shown in the statement of financial position at those dates as follows:

15194 NelChange 1281085

Accenmulated postretirement benefit

obligation B(777.240) £ 54741 3722 ,499)
Flan asscts at fair value 0 0
Funded statns (777,240) 54,741 (722,499)
Unrecognized prior service cost 81,000 (81,000) 0
Unrecognized transition obligation _540,000 (47,000) _493,000
Accrued postrelirement benefit cost $(156.240) 5(73,25% B{229.499)

Case 2E-—Change in Assumption

429, The nssumed health care cost trend rates are changed at December 31, 19935, resulting in a
555,000 increase in the accumulated postretirement benefit obligation. The net lose that results
from a change in the health care cost trend rates assumption is reflected immediately in the
measnremnent of the acenmulated postretirement benefit obligation. However, as with most other
gains and losses, the effect of a change in assumption may be recognized in the financial
statements either immediately or on a delayed basis, as long as the recognition method is applied
consistently.
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Before After

Change MNefLoss Change
Accunmtated postretirement benefit

obligation (722,499 $(55.000) §(777,499)

Plan assets at fair value 0 Q
Funded stats {722,499)  (55,000) {777,499)
Unrecognized net loss 0 535,000 55,000
Unrecognized transition ebligation 493000 493.000
Accrued postretirement benefit cost $0229,499) b ] $(229 499)

HThis Stalement generally does mol require recognition of gains and losses in the period m which they anse
{paragraphs 56-61). However, at a mimimuan, amorfization of an unrecognized net gain or lom is required to he
recognized as a component of net periadic postretirenrent benefit cost for a year if, ag of the beginning of the year,
the unrecognized net gain or loas exceeds 10 percent of the greater of the accumulated postretirement benefit
obligation or the ararketrelated vatue of plan asscts, Applications of those provisiens are ncluded in 1lustration 5

(paragraphs 455-471).

Illnstration 3—T ramsition-—Determination of Amount and Timing of Recoghition

430, This Statement provides two options for recognizing the transition obligation or asset in
the statement of financial position and in the statement of income. An employer can phase in
recognition of the transition obligation (asset) over future periods, as illustrated in Case 3A
(paragraphs 432-434). However, phasing in recognition of a transition obligation should not
regult in less rapid recognition than would have resulted under pay-as-you-go accounting. That
is, after the transition date, the cumulative postretiremen! benefit cost accried should not be less
than cumulative benefit payments {paragraph 112). Case 3B (paragraphs 435-442) illustrates a
situation in which recognition of the tramsition obligation is accelerated as a result of that
constraint.

431.  Altematively, an employer can recognize the transition obligation (asset} immediately in
net income of the period of the change. However, if immediate recognition iz elected, the
amount attributable to the effects of a plan initiation or any benefit improvements adopted aller
December 21, 1990 is treated as prior service cost and excluded from the transition amount
immediately recognized. In addition, an employer who chooses to immediately recognize its
transition obligation shall, in accounting for any purchase business combination consummated
after December 21, 1990, include in the purchase price allocation the nnfunded accumulated
postretirement benefit obligation assumed (paragraph 111). Case 3C (paragraphs 443-448)
illustrates a situation in which thoge limitations apply.
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Case 34—Measaring the Transition. Obligativn and Delayed Recognition

432, Company C adopts this Statement for ite financial statements for the year begurning
Jaruary 1, 1993, Priar to adopting this Statement, Company C accrued postretirement benefit
costs and made contributions to the plan to the extent those contiibutions were tax deductible,
At Jannary 1, 1993, the company had accrued postretirement benefit cost of $150,000 and plan
assets of $180,000. .

433, The transiion obligation or asset is measured as the difference between (a) the
accumufated posiretirement benefil obligation and (b) the fair value of plan assets plus any
recoghized acorned postretirement benefit cost or less any recognized prepaid posiretirernent

benefit cost as of the date of tmnsition (paragraph 110}. Company C's transition obligation is
determined as follows:

Accumutated postretirement benefit oblipation £(465,600)
Plan nssels al fiar valie

Accumulated postretirement benefit obligation in excess of plan assete (285,000)
Accrued postretirement benefit cost __150.000
Trangition obligation $(135.00C

434. Company C elects to delay recognition of its transition obligation. Paragraph 112 permits
straight-line amortization of the transition obligation or asset over the average remaining service
period of plan participants or 20 years, if longer. Compay C eslimates the average remaining
service period of its active employees who are plan participants at the date of transition to be 10
years. Therefore, Company C can clect to amortize its transition obligation of §135,000 on a
straight-line basiz over either the average remaining service period of 10 years or 20 years. That
amortization (either $13,500 for 10 years or $6,750 for 20 years) is included as a component of
net periodic postretirement benefit coet However, amortization of the transition obligation is
accelerated when the constrmint on delayed recognition described in paragraph 112 applies.
(Refer to Case 3B, paragraphs 435-442.)

Cace 3B Constraint on Delayed Recognition of Transition Obligation

433, At December 31, 1992, the accumulated (and wwecognized) postretirement benefit
obligation and plan assets of a defined benefit postretirement plan sponscred by Company D are
as follows:

Accumulated postretirement benefit obligation (255,000}

Plan assets at Gair vatue 0
Transition thgatlo‘n w)
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436. Company I adopts this Statement for the year beginning Jammary 1, 1993, Al December
31, 1992, Company D has no prepaid or accrved postretirement benefit cost (postretirement
benefit cost in prior years was accounted for on a pay-as-you-go basig). The average remaining
service periad of active plan participants st the date of transition is 17 years. Since the average
Temairing service period is less than 20 years, Company D may elect to amortize the transition
obligation over 20 years rather than 17 years (paragraph 112); Company D elects the 17-year
period

437, Benefit payments in 1993 are $45,000. Changes in accrued postretirement benefit cost,

socumulated postretirement benefit obligation, and unrecognized transition obligation in 1993
are sammarized as follows:

Accumulated
Accrued Postretirement  Unrecognized
Postretirement Benefil Transition

Benefit C Oblisati Obligati

Beginning of year t ¢ $(255.000) £255.000
Recognition of components of net periodic
postretirement benefit cost:

Service cost (30,000) (30,000)

Interest cost ¥ (20,400) (20,400)

Amortization of transition obligation b _(15,000) - 000

{65,400) (50,400} {15,000

Benefit payments 45.000 435.000 .
Net change (20.400) (5.400) (15.000)
End of year £120,400} ${260.400) £240.000

8An 8% discount rate is assumed.
b5255,000 + 17 years = $15,000 per year.

438, The funded status of the plan at Jamary 1, 1993 and December 31, 1993 1s reconciled
with the amownt shown in the statement of financial position at those dates as follows:

1193 Net Change 12/33/93
Accurmulated postretirerneni benefit
obligation 8(255,000) £(5,400) $(260,400)
Plan assets at fair value 0 0
Funded status {255,000) (5,400) (260,400)
Umrecognized fransition obligation _255.000 {15,000) 240,000
*ccrued postretirement benefit cost $ 1} $£204000 £ (20,400}
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239,  In 1994, benefit payments increase to $95,000 and service cost increases to $33,000.
Changes in accrued postretirement benefit cost, accumulated postretirement benefit obligation,
and unrecognized transition obligation in 1994 are summarized as follows:

Accumnlaied
Accrued Postretirement  Unrecognized
Postretirement Benefit Transition

Benefit C Obligati Obligati
Beginning of year $(20.400) 3(260.400) $240,000

Recognition of components of
net periodic postrettrement benefit cost:

Service cost (35,000) (35,000}
Interest cost (20,832) (20,832)
Amortization of trangition obligaticn © (18.768) {18.768)
(74,600) (55.832) {18,768)
Benefit payments 93000 93,000
Net change 20,400 39.168 (18.768)
End of year i 0 5221232} 220,232

©Amortization of the iransition obligation in 1994 includes siraight-lme amortization of $15,000 phus additionsl
recognition of $3,768. . The additional recognition is required becawse in 1994 camulafive benefit payments
subsequent to the Janwary 1, 1993 transition date exceed camulative postretiretnent benefit cost accrued subsequent
to thet date (parsgraph 112). The additional fransition obligation required to be recognized ($3,768) is determined
as fallows:

1933 1994
Benefii payments:
1/1/93 to begmmirnyg of current year $ 45,000
Current year $45.000 —95.000
Cumulative 1/1/93 to end of current year 545,000 $140.000

Postretirenent benefit cost recagnized:
1/1/93 to beginning of current year $ 65,400
Current year prior to recognition of
any ndditional amount parsuant to

paragraph 112 . $65.400 _ 708312
Cumulative 1/1/93 to end of current year
before applying paragraph 112 constraint 65,400 136,232
Additional amount required to be recognized
pursuant to pragraph 112 { 1.768
Cumulative 1/1/93 {0 end of current year $65,400 $140.000
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440. The objective of the constraint on delayed recognition of the transifion obligation
(paragraph 112) is to preciude slower recognition of postretirement benefit cost (as a result of
applying the delayed recogrition provisions of {his Statement) than would have resulted under
pay-as-yoi-go acconnting for costs. An sndication that the constraint may apply is the existence
of a prepaid postretiremnent benefit cost after the date of transition for an enterprise that prior to
the application of this Statememt was on a pay-as-youn-go basis of accounting for other
postretirement benefite. For example, in paragraph 434, if the emplover had not recognized the
additicnal §3,768 of tranition obligation, the employer would have had a prepaid postretirement
benefit cost equal to that amount,

441, The funded status of the plan at December 31, 1993 and 1994 1s reconciled with the
amomnt shown in the statement of financial position at those dates as follows:

1251/03  DNetChapge — J24194

Accumulated postretirtement benefit

obligation $(260,400) $ 139,168 $(221,232)
Tlan assets at fair value 0 0
Funded status (260,400 39,168 (221,230
Urrecognized transition obligation 240,000 (18,768) _zz12324
Accrued postretirement benefit cost £(20.400) _520.400 b 2

d1n 1995, the straight-line amortization of the unrecognized transition obligation will be $14,749 (8221,232/15
years remaining in the transition period).

442, Parapraph 113 states that if at the measurement date for the beginning of an employer's
fiscal year it is expected that additional recognition of any remaining unrecognized transition
obligation will be required pursuant to paragraph 112, amortization of the transition obligation
for inteim reporting purposes shall be based on the amount expected to be amortized for the
year, except for the effects of applying the constraint in paragraph 112 for any sciflement
required to be accounted for pursnant to paragraphs 90-94. ‘Those effects shall be recognized
when the related settlement is recognized. The effects of changes during the year in the initial
agsessment of whether additional recogrifion of the unrecognized transition obligation will be
required for the year shall be recognized over the remainder of the year. The amount of the
unrecognized transition obligation to be recognized for a year shall be finally determined at the
end of the year {or the memsurement’ date, if eatlier) based on the constraints on delayed
recognition discussed in paragraph 112; any &ifference between the amortization of the transition
ohligation recognized during interim periods and the amount required to be recognized for the
year shall be recognized immediately.
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